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Examination in Auditing
MAY 18, 1921, 9 A. M. to 12:30 P. M.
Answer all the following questions:

1. You are engaged to make a balance-sheet audit of the A. B. Co.,
a corporation trading in certain patented machines, of which
it owns the patents, and in certain accessory materials neces
sary to their operation. The company owns no plant but
buys its stock-in-trade from the actual manufacturers. The
bulk of its business consists of outright sales, but it also
leases some of its machines at a nominal rental under con
tracts which bind the lessees to buy from itself all the acces
sory materials. It owns four patents, which are 20, 19, 18
and 5 years old respectively. For the first three patents it
gave practically all of its capital stock and some cash; the
remaining patent covers valuable improvements on the orig
inal machines invented by one of the officers and is assigned
to the company without compensation, but the company has
charged the expenditures, including part of officers’ salaries,
on these improvements to the property account. No amorti
zation of the patents has ever been charged off.
On your arrival at the company’s office on January 15, 1921,
the following balance-sheet of December 31, 1920, is handed
to you.
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BALANCE-SHEET—DEC. 31, 1920
Assets :
(a) Cash: in banks .....................................................................
“ petty cash fund .................................................... $....
(b) Notes receivable: trade, officers’ and other, mingled in one
account without distinction .................................. .
(c) Accounts receivable: trade, officers’ and other, not classi
fied, and no provision for bad debts ......................
(d) Investments: stocks, treasury stock and Liberty and other
bonds, at cost, which is higher than present market value
(e) Inventories: from perpetual inventory book, no actual in
ventory ever having been taken .............................
(f) Contract machines: machines leased under contract, the
cost values thereof being about 25% of the total amount
charged to this account, the difference being said to be
the cost of building up this particular part of the business
in past years .................................................. ........
(g) Property account, includes cost of patents, expenditures
for improvements thereon, patterns, designs, office furni
ture and fixtures, etc., not classified in any way....

$....

$....
$....

$....

$....

$....

Total assets ....................................................................
Liabilities :
(h) Notes payable: trade and banks, not classified .................. $....
Total liabilities ..............................................................

$....

$....

(j) Capital stock: authorized and outstanding ....................... $....
Net worth .......................................................................

$....

State how you would proceed to verify each item of the fore
going balance-sheet, in view of the facts submitted, and also
what steps, if any, you would require the company to take
before you would sign an unqualified certificate.
(Number each answer to correspond with the item number
on the balance-sheet.)
2. You are called upon to audit the accounts of December 31,
1920, of a company incorporated in the state of New York,
which owns all the capital stock of two other companies, one
incorporated in Great Britain and the other in Russia.
No reports have been received from the Russian company since
December 31, 1917. All the intercompany transactions have
been recorded on the books at the pre-war rates of exchange.
Before giving an unqualified certificate to the consolidated
balance-sheet of these companies at December 31, 1920, on
what basis would you require the accounts to be stated in
regard to fluctuations in exchange and possible loss on
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Russian assets, assuming that the balance-sheet of each
company revealed the following assets and liabilities?
Goodwill
Capital stock
Plant and equipment
Accounts and notes payable
Inventories
Surplus
Accounts receivable
Cash

3. In auditing the accounts of a stock broker, what would be the
first matters to which an auditor should direct his attention?
Give reasons for your answer.
4. In auditing the December 31, 1920, balance-sheet of a textile
mill, you find that there are large contractual obligations for
the purchase and future delivery of raw cotton at prices con
siderably above the market price at that date.
Draft a letter to the client outlining your reason for wishing to
qualify your certificate, if no allusion is to be made in the
balance-sheet to the foregoing fact, and suggesting alterna
tive methods of statement which would meet with your ap
proval and enable you to append a clear certificate.

5. When conducting an audit of the accounts of a corporation,
you find that no allowance has been made for depreciation on
buildings, machinery and plant, and on inquiry you are met
with the statement that the appreciation on real estate offsets
any depreciation that may have taken place in the physical
plant.
Prepare a memorandum for submission to the board of directors,
setting forth your views on the subject.
6. A firm having several branches maintains in its ledger an ac
count with each branch, and charges to such account all
goods sold to the agent for stock, accounts receivable arising
from sales by the branch within its territory and cash col
lected by the branch. At the end of the year the balance of
each branch is treated as an ordinary account receivable and
is included in the general debts due the firm. In certifying
the accuracy of the firm’s balance-sheet, would you pass such
accounts receivable? If not, state what objections there are
to this method and how you would deal with the accounts.

403

The Journal of Accountancy

Examination in Accounting Theory and Practice
PART I.
MAY 18, 1921, 1 P. M. to 6 P. M.
Answer questions 1 and 2 and any three other questions:

1. Following are the trial balances of Company A and its sub
sidiaries at December 31, 1920:
Debits

Co. A
Cash ....................................................... $ 75,000
Accounts receivable ..............................
350,000
200,000
Notes receivable ...................................
150,000
Inventory, raw material, Jan. 1, 1920..
650,000
Purchases, raw materials ....................
450,000
Labor .....................................................
190,000
Manufacturing expenses .....................
85,000
Selling expenses ....................................
45,000
Administrative expenses .......................
80,000
Inventory, goods in process, Jan. 1, 1920
90,000
Inventory, finished goods, January 1,1920
900,000
Plant and equipment .............................
875,000
Investment in stock of Company B. ...
Investment in stock of Company C.... 1,200,000
$5,340,000
Credits
Capital stock ......................................... $3,000,000
110,000
Notes payable .......................................
100,000
Accounts payable ..................................
500,000
Bonds payable .......................................
5,000
Premium on bonds ..............................
100,000
Reserve for depreciation ....................
Sales ..................................................... 1,400,000
125,000
Surplus ..................................................

$5,340,000

$

Co.B
50,000
190,000
60,000
105,000
400,000
320,000
190,000
40,000
25,000
70,000
65,000
400,000

$1,915,000

$

Co.C
60,000
420,000
40,000
160,000
510,000
370,000
205,000
75,000
35,000
75,000
80,000
750,000
..........

$2,780,000

$ 500,000 $ 800,000
60,000
80,000
65,000
250,000
.......... ..........

60,000
1,050,000
160,000

112,500
1,250,000
307,500

$1,915,000

$2,780,000

The inventories at December 31, 1920, were:
Raw material .........................................
Goods in process ..................................
Finished goods .....................................

Co. A
$280,000
95,000
135,000

Co.B
$175,000
80,000
145,000

Co.C
$210,000
85,000
105,000

Company A purchased the entire stock issues of Companies B
and C at January 1, 1920, at the prices shown in the trial
balance. During the year each of the three companies de
clared and paid a 5 per cent. dividend. Company A took
up its dividends from Companies B and C by credits to
surplus. The various entries for the dividends were the only
entries affecting the surplus accounts during the year.
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At December 31, 1919, Company A’s inventory of raw material
included goods purchased from Company B at a price of
$60,000, the cost thereof to Company B being $40,000.
At the same date Company B’s inventory of raw material in
cluded goods purchased from Company C for $75,000 on
which Company C made a profit of $25,000.
During 1920, Company C sold goods to Company B at a price
of $200,000. These goods cost Company C $160,000. Com
pany B still owes $30,000 on these purchases, the indebted
ness being included in the accounts payable.

During 1920, Company B sold goods to Company A at a cost
of $300,000 and at a selling price of $375,000. Company A
made cash advances totaling $400,000 to Company B during
the year. The sales just mentioned were charged against the
advances account, the $25,000 balance of which is included
in Company B’s accounts payable.
The inventories at December 31, 1920, include inter-company
profits as follows:
Raw
material
Company A ............................. $20,000
Company B ............................ 30,000

Goods
in process
$5,000
6,000

Finished
goods
$4,000
5,000

Company A’s bonds were issued July 1, 1920. They bear 5
per cent. interest, payable semi-annually and mature in five
years. No interest has been paid.
Allow depreciation at 5 per cent. per annum on the cost of the
fixed assets.

Prepare the following consolidated statements:
Cost of goods manufactured and sold.
Profit and loss statement.
Surplus statement (showing as the final balance therein the
surplus balance appearing in the consolidated balancesheet) .

Balance-sheet.

2. Prepare a statement of resources and their application for the
12 months ended December 31, 1920, using the following
data.
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THE HALL MANUFACTURING COMPANY—BALANCE-SHEETS
Assets
Dec. 31,1919
Dec. 31,1920
Cash ...............................................$ 5,000
$ 1,800
Accounts receivable ..................... 30,000
32,000
Raw material .................................. 12,000
14,500
Goods in process ........................... 16,000
17,500
Finished goods ............................. 21,000
19,000
Land ................................................ 70,000
100,000
Buildings ...................................... 115,000
170,000
Machinery ...................................... 90,000
100,000
Tools .............................................. 26,000
23,000
Patents ............................................ 30,000
28,000
Discount on bonds .....................................
2,000
Investment in stocks .................... 25,000
........
Advances to salesmen ..................
500
1,000
Unexpired insurance ....................
300
250
$440,800

Liabilities
Accounts payable ......................... $ 35,000
Notes payable .............................. 25,000
Bank loans .................................... 20,000
Bonds payable .............................. 200,000
Reserve for depreciation, buildings
and machinery ..................... 20,000
Reserve for bad debts ..................
1,200
Reserve for construction ............ 16,000
Capital stock ................................ 100,000
Surplus ......................................... 23,600
$440,800

$509,050

$ 10,000
5,000
........
300,000

29,000
1,500
20,000
100,000
43,550
$509,050

Following is an abstract of the surplus account:
Dec. 31, 1919 Dec. 31,1920
Balance, January 1, 1920 ...........................
$23,600
Add net profit for 1920 ...'.......................
8,950
“ appraisal increase in land ................
30,000
Total.....................................................
Deduct credit to reserve for construction.. $4,000
Dividends paid December 31, 1920 .... 15,000

62,550

Balance, December 31, 1920 .....................

43,550

19,000

Depreciation was provided during the year as follows:
Credited to reserve for depreciation, buildings and machinery. .$10,000
Written off from tools .................................................................. 5,000
Written off from patents .............................................................. 2,000

During the year machinery which cost $7,000 was sold for
$6,000. The loss was absorbed in the reserve for deprecia
tion.
406

American Institute of Accountants' Examinations
3. A, B, C and D have decided to dissolve partnership. To that
end they have liquidated all their liabilities, and at the date of
the first division of cash among the partners the conditions
are as follows:
Partners
Capitals
A .................................. $22,000
B .................................. 19,000
C .................................. 12,000
D .................................... 7,000

Totals........................ $60,000

Loans Profit and loss ratio
$ 7,000
40%
6,000
30%
14,000
20%
13,000
10%

$40,000

100%

Cash available for distribution .............................. $20,000
Other assets not yet realized (of doubtful value).. 80,000
$100,000

State which partners should participate in the distribution of
the $20,000; how much cash each should receive; whether the
payments should be applied against the capital accounts or
the loan accounts. Explain the procedure of determining the
distribution. Assume that none of the partners has any pri
vate property.

4. (a) Determine the average life of the following fixed assets
belonging to the Western Hardware Company:
Assets
Cost
Buildings ........................ $100,000
Machinery .................... 70,000
Tools ............................. 20,000
Patterns ......................... 10,000

Estimated Estimated
scrap value life in years
$35,000
20
25,000
15
5,000
10
........
8

(b) After determining the average life of the fixed assets,
state the amount of annual depreciation by the straight-line
method.

5. (a) A company with $500,000 of common capital stock, par
value $100 a share, and a surplus account of $100,000 de
cides to change its capitalization from a par to a no-par basis.
It therefore calls in its 5,000 shares of par value stock and
issues in place thereof 10,000 shares of no-par-value stock.
How should the transaction be recorded? What effect, if
any, will the change to a no-par-value basis have on the sur
plus account?

(b) Suppose that a new company is organized with 10,000
shares of no-par-value stock and that this new company takes
over all the assets and liabilities of the old company at their
book value, issuing all of its capital stock in payment therefor.
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How would the transaction be recorded on the books of the
new company?
6. Define the following:
(f) Contingent reserve.
(a) Income bond.
Co-insurance
clause.
(g) Turnover.
(b)
Amortization.
(h) Subsidiary company.
(c)
Residuary
legatee.
(i) Interdepartmental profit.
(d)
Working
capital.
(j) Franchise.
(e)
ACTUARIAL PROBLEM (OPTIONAL)
7. A company has acquired machinery, which cost $100,000, which
it expects to be able to use for 10 years. The scrap value at
the end of that time is estimated at $25,000. A bond issue
of $75,000 due in 10 years, bearing 6 per cent. interest and
secured by a mortgage on the machinery, was floated at 98
soon after the purchase of the machinery. The trust inden
ture requires that at the end of each year, before the payment
of dividends, a sum shall be set aside and charged against
earnings sufficient to provide a sinking fund on a 5 per cent.
basis for the redemption of the bonds at maturity.
The president of the company is in favor of providing a reserve
for depreciation on the machinery by the sinking-fund method,
using 5 per cent. as a basis, although he does not advocate
creating a replacement fund for the machinery as well as a
sinking fund for the bonds. The treasurer contends that it
is not necessary to provide any reserve for depreciation, as
serting as his reason that the creation of a sinking-fund
reserve and a reserve for depreciation would involve a double
charge against profits and, further, that as the sinking-fund
reserve is obligatory the depreciation reserve is not required.
(a) Compute the amount of the annual contribution to the
sinking fund for the redemption of the bonds.
(b) Set up a table showing the accumulation of the fund, on
the assumption that it earned exactly 5 per cent.
Also indicate the annual entries for the sinking fund and for
the sinking-fund reserve.
(c) Give your opinion as to whether or not there should be a
reserve for depreciation as well as a sinking-fund reserve.
If the sinking-fund reserve is sufficient, what disposition
will eventually be made of it? If two reserves are neces
sary, when and in what manner will they be closed out?
1.0510 = 1.62889463.
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Examination in Commercial Law
MAY 19, 1921, 9 A. M. to 12:30 P. M.

Give reasons for all answers.
NEGOTIABLE INSTRUMENTS

Answer three of the following four questions:

1. The R. I. Company gave the following note in payment for
goods purchased:
$7,500.
Albany, N. Y., June 1, 1920.
Three months after date we promise to pay to the order
of A. B. Corporation seventy-five hundred dollars at the
Albany Trust Company. Value received.
John Smith, Pres.
Elmer H. Brown, Treas.
The note was written on a blank note across the margin of
which appeared the words “R. I. Company.” The note was
discounted for the payee by the Citizens National Bank
and upon non-payment thereof the bank brought suit against
Smith and Brown. Could the bank recover?

2. What constitutes a party a holder of a negotiable instrument
(a) for value, (b) in due course?
3. What are the liabilities of a person who negotiates an instru
ment (a) by delivery, (b) by indorsement without qualifi
cation ?
4. Define a bill of exchange.
CONTRACTS

Answer two of the following three questions:
5. X, a New York dealer, purchased 25 barrels of specially graded
and packed apples from a producer at Hood River, Oregon.
These apples he afterwards resold to Y under a contract
which specified an agreed price on delivery at Y’s place of
business in New York. The apples were shipped to X from
Oregon but, through no fault of either X or Y, were totally
destroyed before reaching New York. Is there any liability
resting upon X ?
6. On January 31, 1921, Travis & Wood, commission merchants
at Buffalo, N. Y., wrote a letter to Vassar & Camp at New
York, offering to sell 500 gallons of linseed oil at a certain
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price per gallon. The letter was received by Vassar &
Camp on February 2, 1921, and they on the same day mailed
a reply to Travis & Wood, accepting the offer and giving
directions as to shipment. On February 3, before the receipt
of the acceptance, Travis & Wood telegraphed, revoking the

offer.
Was the revocation effectual to prevent the consummation of
the agreement?

7. Define an express warranty.
PARTNERSHIP

Answer one of the following two questions:

8. George B. Lewis was a special partner in the limited partner
ship of Bradley & Smith, his contribution to capital being
the sum of $50,000. Under the provisions of the co-partner
ship agreement, the partnership expired January 6, 1921.
On January 7, 1921, Lewis received from the firm the sum
of $50,000, thus withdrawing his contribution to capital.
James A. Grant, to whom the firm had become indebted in
the sum of $75,000, who had been unable to collect his debt,
sued the co-partnership in February, 1921, naming as de
fendants both general partners and Lewis, the special

partner.
Did Lewis have any defence to the action?

9. G and H were copartners engaged in the warehouse business.
H issued a warehouse receipt which represented that the
firm had on storage for Nash & Son 6,500 bushels of wheat.
Nash & Son, on the credit of the receipt, obtained a loan
from Robbins of $4,000, the warehouse receipt being trans
ferred to Robbins. Thereafter Robbins duly demanded the
grain from G and H, when it was found that H, without
knowledge of his copartners, had conspired with Nash &
Son and had issued a false receipt. Robbins thereupon sued
both G and H.

Was G liable in any way?
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CORPORATIONS

Answer both the following questions:

10. Brown, a director of the X Realty Corporation, received from
the Y Construction Company the sum of $500 in payment
for Brown’s services in inducing the X Realty Corporation
to award a certain contract to the Y Company. The X
Realty Corporation afterward learned of the payment and
sued Brown, seeking to recover the amount so paid to Brown
by the Y Construction Company.
Could the X Realty Corporation succeed?

11. To what extent is a corporation bound by agreements made by
its promoters prior to and connected with its incorporation ?
BANKRUPTCY

Answer the following question:

12. Name three “acts of bankruptcy,” the commission of any one
of which by an insolvent person furnishes grounds for the
filing of a petition in bankruptcy.
FEDERAL INCOME TAX

Answer the following question:
13. In June, 1915, A purchased a dwelling for the sum of $15,000.
He resided in the dwelling until December 1, 1920, when
he sold the property at a loss. During 1920 he paid out for
taxes $186, for insurance $60, for repairs $130, for interest
on mortgage $250. His net loss on the sale was $1,200.
In preparing A’s income-tax return for 1920, how would you
treat the items specified?

Examination in Accounting Theory and Practice
PART II.
MAY 19, 1921, 1 P. M to 6 P. M.

Answer questions 1, 2 and 3 and any two other questions:
1. The trial balance of the Occidental Timber Co., on January 1,
1920, was as follows.
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Cash ............................................. $ 2,618.03
Accounts receivable .................... 21,111.17
Inventory .................................... 36,133.32
Unexpired insurance ..................
559.44
Plant and equipment .................. 352,109.75
Timber and lands ....................... 551,539.31
Preferred claims .........................
First mortgage bonds, 6% .......
Bond interest accrued—6 months
Unsecured creditors ..................
Capital stock ..............................
Surplus .......................................

$ 37,011.99
212,500.00
6,375.00
64,471.64
400,000.00
243,712.39

$964,071.02

$964,071.02

The company, being unable to meet its current obligations, the
Western Trust Co. was appointed receiver on January 1, 1920.
The transactions under the receivership for the year following
are hereby summarized:
Purchased logs ....................................................$ 9,646.22
(Half was bought for cash, less cash discounts,
and the balance on credit)
Operating expenses ............................................ 202,972.81
Commissions .......................................................
4,214.14
Demurrage ...........................................................
326.00
Freight, inward ....................................................
585.53
General expense ..................................................
4,837.40
Salaries ................................................................ 12,000.00
Shipping expense........................................... ... 13,574.10
Taxes ....................................................................
1,421.00

All paid in cash.
Allowance for stumpage cut amounting to $50,000 was credited
to timber account. Interest on bonds to December 31, 1920,
was paid in full and the outstanding bonds were reduced to
$200,000, December 31, 1920, by paying off $12,500 at 101.
Sales amounted to $450,000 gross, of which $300,000 was
received in cash as net payment by customers.
Freight allowance tocustomers ............................ $70,510.00
Discounts allowed ................................................
556.33
Discounts received ................................................
500.00
Profit from commissary ....................................
5,000.00
Sundry income ..................................................... 3,500.00

The accounts receivable of January 1, 1920, realized $20,000.00
net. Preferred claims were paid in full. Depreciation of
$3,500.00 was allowed on plant and equipment. Unexpired
insurance on December 31, 1920, amounted to $125.00. In
ventories were $40,000.
Prepare realization and liquidation account, cash account and
balance-sheet, December 31, 1920, also the receiver’s profit
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and loss account, proving the gain shown by the realization
and liquidation account and showing all the elements making
up the net amount.

2. You have been engaged to audit the books and accounts of the
X Corporation for the calendar year 1920. The factory and
other accounting records are at J; the secretarial records are
at K. The company’s product is made to order only.
As a result of your audit at J you have prepared the following:
CONDENSED PROFIT AND LOSS STATEMENT
For the calendar year 1920
Gross sales (shipments) ...................................... $240,000.00
Less return sales and allowances ..................
5,000.00
Net sales ............................................................. 235,000.00
Deduct :
Cost of goods sold (shipped) ....................... 153,300.00

Gross profit on sales ...........................................
Deduct:
Selling and administrative expense ................

81,700.00

Net profit on operations .....................................
Add:
Net financial income .......................................

49,025.00

32,675.00

975.00

Net profit for the calendar year 1920 ............... $ 50,000.00

Before the final preparation of your report you go to K to
examine the minutes of the board of directors. Upon your
examination you find in the minutes, under date of March
12, 1920, the following:

“Whereas, Mr. A, our factory superintendent, and Mr. B, our
general sales manager, are devoting their entire time and at
tention to the affairs of the company and by their faithful
devotion to its interests have increased the output of the com
pany at the factory and the sales at K; and
“Whereas, for this reason it is the sense of the directors that
the said Mr. A. and Mr. B., in addition to the amount of com
pensation regularly allowed them, should be further com
pensated ;
“Therefore be it resolved that fifty (50) per cent. of the net
operating profits of the X Company (after charging this ad
ditional compensation as an expense) arising from the net
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shipments over and above one hundred seventy-five thousand
dollars ($175,000) be divided equally between the said Mr. A.
and Mr. B. as their additional compensation for the year.”

Recast your profit and loss statement to give effect to the above
additional information.

Show your procedure and give proof of your correctness.
3. A and B are in partnership as commodity brokers, A receiving
55 per cent. of the profits and B 45 per cent. In order to
strengthen the financial statements of the firm they agreed
some years ago to turn in as partnership assets certain securi
ties held by them as individuals. Under a separate agree
ment, dividends on these securities as well as profits or losses
from sales were to accrue to each as though separate owner
ship were retained. In addition the partnership as such has
purchased securities which it holds as investments in the
same companies.

You are furnished a trial balance of the general ledger before
closing, which shows the following condition at December 31,
1920:
Dr.
Cash and other current assets ............................... $320,000.00
Securities:
Firm ............................................ $ 50,000.00
A .................................................. 100,000.00
B .................................................. 50,000.00
200,000.00
Office furniture and fixtures ................................
Deferred charges to profit and loss.......................
Expense accounts ....................................................

Cr.

15,000.00
3,000.00
40,000.00
$ 55,864.00
150,000.00

Accounts payable ....................................................
Notes payable .........................................................
Capital accounts:
A .......................................................................
B ........... ..........................................................
Commissions and other earnings (including divi
dends on stocks held by firm) .......................
Dividends received for personal accounts:
A .......................................................................
B ...........................................................................

223,500.00
75,000.00

70,000.00
2,000.00
1,636.00
$578,000.00

$578,000.00

A statement is also handed to you of the securities held, divided
between firm purchases and partners’ individual holdings
above mentioned as follows.
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A
Individual holdings
Book
Value
Shares price
amount
X Company . ...1280
50
$ 64,000.00
Y Company . ... 300 120
36,000.00

Partnership holdings
Book
Value
Shares price
amount
200
50
$ 10,000.00
175 100
17,500.00

$100,000.00

$ 27,500.00

TOTAL

Shares
X Company ..
..1480
Y Company .. ........... .. 475

Value
price
55
140

December 31,1920
amount
$81,400.00
66,500.00
$147,900.00

B
Individual holdings
Book
Value
Shares price
amount
X Company .... 600
50
$ 30,000.00
Y Company .... 200 100
20,000.00

Partnership holdings
Book
Value
Shares price
amount
164
50
$ 8,200.00
143 100
14,300.00

$ 50,000.00

$ 22,500.00

X Company ..
Y Company ..

.

TOTAL

Shares
.. 764
.. 343

Value
price
55
140

December 31,1920
amount
$ 42,020.00
48,020.00

$90,040.00

You are requested by the partners (1) to prepare a balancesheet showing the actual status of each partner’s investment
in the business at December 31, 1920, giving effect to the
appraised value of securities at that date (as indicated by the
total column in the above table) and (2) to submit a scheme
of capital-stock distribution between A and B, for use if the
partnership should be converted into a corporation, each part
ner turning in his individual security holdings to such cor
poration.
Interest has been credited on capital accounts at 6 per cent. dur
ing the year (to A $12,600.00, to B $4,250.00) and such
interest has been included among the expenses.
4. On January 1, 1920, the A. B. C. Company purchased 100
shares ($100.00 par value) of the capital stock of the X. Y. Z.
Company in the open market, paying $9,000.00 therefor, and
entered the item on its books as “investments.”
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On July 1, 1920, the X. Y. Z. Company acquired all the capital
stock of the A. B. C. Company, but continued the subsidiary
thus acquired as a going concern.
On November 1, 1920, the A. B. C. Company declared a divi
dend of 100 shares of the capital stock of the X. Y. Z. Com
pany, payable on November 20, 1920, to stockholders of
record November 15, 1920.
The market value of the X. Y. Z. stock on the dates shown
was as follows:
November 1, 1920, 83⅝; November 15, 1920, 87⅞; November
20, 1920, 91.
Formulate the journal entries necessary properly to record the
dividend transaction on the books of both companies and
comment on the value of the shares on the books of the
X. Y. Z. Company.

5. Under the terms of the mortgage securing the issue of bonds
by a corporation there is a sinking-fund provision, by which
2 per cent. per annum must be turned over to the trustees,
who are empowered to invest the cash in their hands in pur
chasing these bonds whenever they can be obtained at par or
below. During the year under review they have bought
$50,000 at 90 flat and received one-half year’s interest thereon
at 6 per cent.
Show the entries on the company’s books. Indicate whether
its profit and loss or its surplus is affected by the discount
and the interest.
6. How would you distinguish between:
(a) Earned surplus,
(b) Paid-in surplus,
(c) Capital surplus,
(d) Appropriated surplus?
7. What should be the procedure in determining the value of stock
on hand at the time of a fire, the financial books being intact
and showing the amount of an inventory taken four months
prior to the fire?
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Some Accounting Anomalies of Tax Laws
By F. W. Thornton

The present federal income-tax and profits-tax law was de
vised with the primary object of obtaining for the government an
unprecedented income. Its provisions were mainly directed to
that end, with perhaps an incidental consideration for specific
sections of the population or of the country. In these circum
stances, it is natural that the law should contain provisions having
unforeseen effects on some classes of business. At this time, when
revision of the law is expected, it is worth while to consider some
of these unexpected effects that have not received general recog
nition, although they are of large amount.
Prior to the passage of the present tax laws, preferred stock
of corporations received specific percentages of dividend, the
whole of the remaining earnings accruing to the common stock
holder. The income-tax law assesses on the entire earnings of
a corporation 10 per cent. of so-called normal tax, which is handed
on to the extent of 8 per cent. as a deduction from tax of the
person receiving dividends on the stock. It is clear that the pre
ferred stockholder now receives more than the original percent
age agreed to be paid on his stock, the addition being the amount
of exemption handed on to him to be deducted from his income
tax. Apart from stock in the hands of those with incomes below
$4,000, this privilege is equivalent to an addition of 8 per cent. to
the value of the stock. The benefit to the preferred stockholder
is given at the expense of the common stockholder. Before the
tax law, the common stockholder had all the earnings after paying
the prescribed percentage on preferred stock. Now he must pay
his own share of normal tax and pay also for the preferred stock
holder his normal tax. If the new corporation tax law should
take the form of an increased flat income tax on corporations,
the question would arise as to how much of this tax would be
handed on as an exemption to the individual receiving dividends.
If the amount should be increased above the present 8 per cent.,
it would constitute a further gift to the preferred stockholder
at the expense of the common stockholder. No such benefit is
given to a bondholder, and this is one of the reasons, not always
understood but always effective, for the relatively high price of
preferred stocks as compared with bonds.
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First-class 7 per cent. preferred stock now sells at a price
materially higher than 7 per cent. bonds—as, for instance, U. S.
Steel preferred, 109; Standard Oil of New Jersey, 108—the
difference being curiously close to the percentage of gain from
abatement of normal tax. Seven per cent. bonds, having 2 per
cent. paid at the source, of similar high standing, sell about
101-102.
When the supreme court decided that stock dividends were
not taxable income there was general satisfaction among stock
holders and a feeling that taxes for them had been saved. This
is not necessarily so, and the reverse may be the case—will be,
if the stock is sold.
If a stockholder receive a stock dividend and immediately
report it as income, the tax to be paid on it is the tax on a divi
dend, that is, surtax only. Then, after paying surtax, the stock
holder adds the amount of the stock dividend to his cost of securi
ties. On final disposition he pays full tax only on the excess of
the realization over the original cost plus the stock dividend.
Under the present ruling, however, the stockholder will pay,
on final liquidation, normal tax and surtax on the entire gain.
A figured example may make this clearer:
Stockholder owns 1 share costing $100. He receives another
share as a stock dividend. If he now reports it for taxation he
pays—surtax only—on $100. If he proceeds to sell the two
shares, receiving $220, his profit, taxable in full, is $20, on which
he pays normal tax and surtax; total tax in this case is normal
tax on $20, surtax on $120.
But under present rulings no income accrues until final sale,
when the tax would be normal tax on $120, surtax on $120, an
increased tax of normal rate on $100.
One of the unfortunate effects of this is that it is an incentive
to the owners to retain such stock until, at their death, the accre
tion of value escapes income tax, paying only inheritance tax,
which it would have paid even if the stock had been sold and
income tax paid on the profit before the owner’s death.
It is clear that the source of the profit in the case cited above
was the profit of the corporation, which had paid tax, and it
should come into the hands of the stockholder free of normal
tax. Indeed there seems to be some basis for a claim to this
exemption when stock received as a stock dividend is sold, even
under present rulings, although no such claim has been made
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within my knowledge. When a stock dividend is realized in cash,
does it cease to be a dividend? If the recipient sells it together
with the original stock immediately on receiving it, are not the
proceeds dividends to the extent of the face value of the stock
dividend ? And if so, does delay in selling alter the case ?
If a stock dividend has been paid and the paying company
at a later date liquidates, only surplus over the face value of all
the stock would be allowed as dividend in computing taxes; so
that at no time has the profit of the company come into the hands
of the stockholder free of normal tax unless the proceeds of sale,
to the extent of the face value of the stock dividend, are con
sidered as dividends.
The only theory consistent with the ruling that stock dividends
are not taxable income is that the common stockholder always
owns his share of the accrued surplus but is taxable on it only
when it is converted into cash. Clearly, that accrued surplus has
paid income tax in the hands of the corporation and, when
realized by the common stockholder, should be income subject to
the dividend exemption. A common stockholder selling his stock
at a profit is therefore selling accrued surplus that is entitled to
the dividend exemption, and absolute justice would be done only
if all profit and loss made on the sale of common stock were
treated for taxation as dividends. In the end, the final holder of
common stock will be taxable on the difference between the cost
to him, including all the intermediate accumulated profits, and the
amount received on final liquidation. All of this amount, except
the original paid-in capital, is dividend, but owing to the fact that
preceding holders of that stock may have sold it at successively
higher prices, the final holder would receive only a diminished
amount of income and could take exemption only on that amount
of the final liquidation that had not already been absorbed in the
profits of the previous holders of the stock.
Another irregularity arises in the short sale of stock. When
a short sale is made, stock that does not really exist is brought
into theoretical existence. For each share of stock sold short
there is a share owned by someone, generally on margin, that is
borrowed to supply the share for delivery to the purchaser in
the short sale. As a rule the owner of the stock, especially if it
be stock held on margin, does not know that there has been a loan
of his stock. There are, then, two owners of the share—one
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owning it originally, another who has purchased it from a third
party who in turn has borrowed it from a broker to make delivery.
Both owners of the stock will expect to receive dividends, one
of the dividends being paid out of the pocket of the person selling
short. Both will take exemption on that income as dividend. It
is difficult to see that anyone is to blame. The man who sells
short is compelled only to pay the dividend on the stock he has
sold short; the man who has just purchased the stock does not
know that it is sold short and is entitled to dividend with the
usual dividend exemption, and the person who owns, on margin
or otherwise, the stock that has been borrowed for the purpose
of the short sale also has a right to dividend with the regular ex
emption. There is nothing in the law to compel a man who pays
dividend on stock sold short to pay to the government the normal
tax on that amount; so that on the whole the government loses
the amount of the normal tax on all dividends paid out of the
pocket of the short seller to the purchaser of such stock. The
exemption is intended to represent tax which has been paid for
the stockholder by the corporation; the short seller has paid no
such tax.
If the government loses, someone gains. In this case it is the
short seller. He puts himself in the place of the corporation,
paying dividends with tax exemption without having actually paid
the tax. The corporation must pay the tax on all its earnings, so
that for each dollar paid out by the corporation to stockholders
the cost to the corporation is $1.08 or more. A short seller can
well afford to pay $1.00 in dividends if the corporation whose
stock he sells short is put to an expense of $1.08. Theoretically,
he should be able, after dividend is paid, to buy the stock of the
corporation for $1.08 less than before, making the $.08 profit.
The corresponding anomaly when stock is sold by bucket shops
will be readily seen.

420

Value of Graphics in an Accounting System
By W. F. Bloor
Function of Accounting Systems
The underlying reason for the growing demand and value of
accountancy is the realization of the business man that an accurate
analysis of his business is as essential to progress as a carefully
planned sales or production organization and policy. The decisions
and judgments of the successful man of business today are not,
as in the past, based upon guess work or a “hunch,” but upon a
thorough knowledge of the past, present and future.
The method of presentation is, therefore, of much importance.
Some executives, for example, require a detailed record of
operations, while others need only a statement of the outstanding
facts. A busy factory or sales manager is not vitally concerned
with an increased cost of machine supplies in one department nor
with excessive traveling expenses of a salesman. These are facts
which concern only executives further down the line.
There are four general methods of presenting accounting data:
(1) By written report.
(2) By tables of figures.
(3) By graphics.
(4) By combinations of (1), (2) and (3).
Presenting business and accounting facts by a written report
and statistical tables is often necessary, particularly when much
detail and lengthy analyses are desired. However, when trends
or tendencies or a continuous story of vital data only is desired,
the graphic chart has no substitute.

Some Uses of Graphics
Pictures of facts or graphics are becoming of use in practically
all activities in which man is interested. The securing of facts
in the quickest time with the least effort is the main issue. It is
easier to see than to think, and, therefore, it is easier to grasp a
picture than a statement of facts.
The use of the graph is no new thing, but until comparatively
recent date its application had been almost entirely by mathema
ticians, biologists and engineers in the study of the laws of
science. In these fields, the data have always been so numerous
as to compel graphical treatment—and in these fields great dis
coveries have been made by the graphical method of investigation.
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During the world war, it is known that many of the great
campaigns and strategic attacks were planned out almost entirely
on charts. On this side, the war department and various govern
ment boards often made use of the voluminous records and
statistics of those days only when graphically constructed.
Within the last few years a decided increase has become
noticeable in the use of graphics by financial and trade magazines
as well as by advertisers to present facts to the public. Most
leading colleges of business now have courses in statistics and
graphics. Lecturers, teachers, economists and accountants have all
discovered the value of “picture facts.”

Use of Graphics in Business
The foregoing is mentioned merely to point out the growing
use and widespread application of graphics. To get back to the
business executive—it is reasonable to assume that the graph can
be applied to his problems as well as to others; and, as a matter
of fact, a great deal better in most cases.
When one tries to draw conclusions from a column of figures,
he generally finds that, more or less unconsciously, perhaps, he
draws a mental picture of their meaning. This is the reason the
busy and progressive executive appreciates a picture record of
operations. The vital facts and comparisons stand out plainly.
If a picture can be presented that will give him at a glance the
exact state of his whole business, with detail subordinated in the
order of its importance, so that the fundamental and important
things stand boldly in the foreground where they can not be
overlooked, and the less important facts, though present or readily
available in the form of tables of figures, receive attention only
when necessary, the executive is in a position to grasp and direct
his whole business with an intelligence and sureness of control
which promises a successful business with full returns to all
concerned.
To a considerable extent this idea has been and at present is
being carried out in many business institutions. Among the first
to use graphic methods were insurance companies, railroads and
similar businesses, the data of whose operations are voluminous
and usable only when statistically and graphically handled.
A few years ago, some of the more progressive corporations
began showing the fluctuations in the volumes of their sales from
month to month by means of graphs. The efforts of the various
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salesmen were compared by curves that ran a sort of race. Such
methods were found to enable a continuous and at the same time
complete story to be understood quickly by management and sales
force alike.
Today, graphs are used to present all kinds of business facts—
sales, advertising, production, costs of labor, material and over
head, efficiency of machinery and employees—in fact, all informa
tion that is of value to the management. The use and the value of
these charts are not limited merely to an historical picture of what
has been done. Charts, used for historical purposes only, would
not justify the effort expended upon them. The most valuable
use to which they can be put is to forecast the course of operation,
to show trends and tendencies and to enable the management to
formulate policies and map out what it proposes to do.
It has been the recent privilege of the writer to see the work
ing and results obtained by a system of graphical charts in one of
the large corporations of the country. The complete story of opera
tions is presented to the management monthly by a system of
charts planned and constructed by a central graphic department.
The management realizes that profitable production means
control, and in a big business control means records, many records,
the volume of which, unless they are analyzed and charted, over
whelms those who use them. Masses of figures that are available
each month cannot possibly be remembered until the next month.
As a result, conditions each time have to be considered largely by
themselves or as contrasted with some other single month. It is
not in this way that the laws underlying fluctuations in costs, in
production, in sales prices or in profits can be deduced. . Yet
predictions as to future conditions are an impossibility unless these
laws are known.
Where once voluminous reports of statistical data and figures
were studied by the management, now a system of graphic charts
has taken their place. If some detail or additional information,
not included in the chart, is desired by the factory manager it can
be obtained immediately from the accounting department. The
result is that only the vital facts are presented and the factory
manager is given no opportunity to let himself go astray in work
ing out details.
During a period of business depression, when economy has
become the watchword in industry, complete control of the
situation has been and is in the hands of those who are responsible,
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largely because they have the facts constantly before them. If
the waste-cost curve, for example, of a certain production depart
ment turns sharply upward one month, the factory manager
realizes it to be a danger signal; and if it continues the next month,
there is no escaping the conclusion that something must be done
to turn the curve downward. A conference with the superin
tendent, showing him the chart and the disastrous result should
the present condition continue, usually brings the desired results.
It appears evident from the foregoing that graphic methods
of presenting facts are becoming essential in all business and
other activities of man. No matter how small the business unit,
some consideration should be given to a method of presenting the
facts graphically. In a small organization the system, of course,
would be relatively simple as compared with a complex and
complete system for a hundred-million-dollar corporation.

Location of Graphic Function
The place for the graphic function is within the accounting
organization. It should, in fact, be made a part of the accounting
system, for surely no system of accounts is complete that stops
before the ultimate goal, namely, the presentation of results, is
reached.
On the following page is exhibited an organization chart of
an accounting department of a manufacturing concern, which,
with slight adjustments, should apply to any business. Conditions
are, of course, different in every business, but the underlying
principles are identical in all. Under the department manager are
three main subdivisions, namely, general accounting, cost account
ing and statistics and graphics.
Work and Functions
The function of the statistical and graphic subdivision is that
of collecting, compiling and analyzing statistics of production,
costs, sales, profits, etc., furnished by the general and cost
accounting sub-divisions, and presenting the data to the manage
ment in the most efficient manner.
External data may be coordinated with the internal statistics
through research study, which is the function of the research
section. Comparisons of commodity prices with wages, produc
tion of raw materials with market prices, sales with bank clearings,
etc., are valuable information for executives. In fact, external
data should be included as part of every graphic system. Business
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and economic conditions and movements in general have direct
and vital bearing on the future of any business—a fact which has
been well illustrated during the past year. A business man
succeeds or fails in proportion to his ability to forecast the future
of the influences determining conditions in his business. Some
of these influences are technical and concern his particular busi
ness without affecting others. There are other influences, how
ever, which are of general nature and affect all business to a
greater or less degree.
Many progressive executives now keep in touch with the long
up and down pulls of general business by means of graphic
charts based upon statistics of fundamental conditions and attempt
from these pictures of past performance to forecast the future
movements of business.

Advantage

of

Concentration

The writer has found that some advantages of having the
graphic function condensed or centralized as part of the account
ing department, instead of having it scattered over the organiza
tion, are the following.
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(1) Expert knowledge obtainable. By concentration of the
graphic function within the accounting department, it becomes
practicable to employ expert assistance in the planning and con
structing of a system of graphic charts. Much care and thought
are necessary if accurate data are to be prepared in the most
effective way. Charts can be made to deceive if put out in a
careless manner and destroy the value of otherwise useful infor
mation and weaken the confidence of the executive in the “chart
idea.”
(2) Standardisation. Charts may be constructed in all kinds
of shapes, sizes and colors and the data in different scales and
positions. If ten employees should be picked at random in a
large organization and instructed to chart independently identical
facts, there would undoubtedly result as many different ideas. It
is, therefore, essential and most practical to have a central control
over the methods of presenting the facts. As a result, all charts
that go to the organization speak a universal language, instanta
neously recognized and understood by all.
(3) Nearness to accounting records, With the graphic func
tion within the accounting department, the records and data are
at all times readily accessible. Not only are time and effort saved,
but more accurate interpretation and knowledge of facts are
possible.
(4) Duplication of work avoided. Today the successful
executive uses and depends on charted facts to such an extent
that if information is presented in any other way he will un
doubtedly have it prepared in chart form by a member of his
department.
(5) Complete story and information in one place. Concen
tration of the graphic function makes possible the constructing
of a complete and continuous picture story of the business. A
well-planned system of graphics brings to a focus for the manage
ment all the vital facts and essential operations.
On the following page is exhibited a chart of the system of
graphic presentation now in use for the factory manager of the
Goodyear Tire & Rubber Co. Through this system, the factory
manager has at all times a vivid pictorial impression—a moving
picture—of the great organization under his control. A study of
the chart will show that only the essential facts are presented.
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Conclusion
A system of charts is elastic and can be simplified or elabo
rated as much as necessary or altered to fit many requirements.
Once an executive becomes accustomed to charts for the purpose
of getting the story at a glance and making quick comparisons, he
seldom wants to go back to figures.
As the most logical place of a system of graphics is within
the accounting department of a business unit, accountants, both
public and private, should give serious and careful consideration
to the value and place of graphics as a means of presenting facts.
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EDITORIAL

Where the Dollar Goes
In April and May we published at the head of the editorial
pages of this magazine the following statement of the destination of
the dollar which is paid in taxes to the United States government:

To pay for
past wars
68 cents

To pay for
present defense
20 cents

To pay for all other
governmental activities
12 cents

The purpose of this reiteration is, we believe, sufficient to
relieve us of the charge of tediousness. It is high time that the
peoples of the world give careful thought to the failure of gov
ernments (our own included) to find some way materially to
reduce the waste of life and wealth now incurred through settle
ments of differences by means of war.
Naturally there is no government in the world which can escape
the just accusation of extravagance. The time of the truly eco
nomic government has not yet arrived. Men have been dreaming
of it from Plato to Wells—and doubtless men will continue to
dream of the same Utopia. But to say that there must be extrava
gance is not to say that there must be such a riot of wastefulness
as we have witnessed in this country.
Wars will continue until the Millennium and the cost of them
will increase with the development of military science. But we
doubt greatly if there will ever be justification for such lavish
expenditure as marked our participation in the world war. Cer
tainly there will be a tighter hold on the purse-strings if voters
will bear in mind the striking facts which we have repeated in
these pages for two months past.
The accountant has a distinct duty in this matter. He is
supposed to understand, and if he is worthy the name of account
ant he does understand, something of economy; and it is quite
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within his province to preach the gospel of one-hundred cents’
worth for every dollar spent.
It is futile to complain of the lack of economy during a time
of storm and stress. The time to economize is not when the
house is burning. It should be done before. During 1917 and
1918 costs and values were of necessity secondary consid
erations.
It is idle to lament the loss of national wealth, with its re
sultant debasement of the dollar and encouragement of extrava
gantly paid idleness posing as labor. All we can do now is to
remember the horrible example, put our shoulders under the
burden and do our utmost to get things back to normal and bring
the dollar to something resembling its traditional value.

Schools of Accountancy
Since publishing editorial comment in a recent issue of The
Journal of Accountancy on the subject Schools and Schools,
we have been almost overwhelmed by inquiries as to the respective
merits of various schools.
Some of these inquiries could have been answered without a
moment’s hesitation, because the organizations mentioned are so
notoriously undesirable that it would have been quite a simple
matter to say so. There are other inquiries which deal with schools
of which we have never heard. There are yet others which offer
a blanket inquiry as to what schools are considered desirable.
The Journal of Accountancy must refuse to answer questions
of this kind. It may seem ungracious to decline information when
the question is asked in good faith and is evidently due to a com
mendable effort to obtain only the best instruction. But the
refusal is unavoidable. If The Journal of Accountancy were
to attempt to go into the merits and demerits of every corre
spondence and resident course of instruction there would be little
time left for the staff of the magazine to perform its more im
portant functions.
The best answer that can be given to the general inquiry is a
suggestion that the prospective student consider not the merits
claimed by the directors of the various schools but the results
which have been achieved by persons of their acquaintance who
have taken such instruction. In other words we would say to
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the inquirer: “Don’t believe everything a school tells you. In
vestigate for yourself. Find out if reputable men are active in
the administration of affairs. Above all, be sure to avoid any
school which holds out inducements that seem to your common
sense unlikely of fulfilment.”
It might also be added that the applicant should bear in mind
that no school can make an accountant of him if he has not the
God-given ability, the honesty and the persistence which are
required.

“The Stable Money League”
We recently received a circular bearing the title The Stable
Money League. At first glance it appeared that this had some
thing to do with the race course. But it is really a more serious
if less substantial affair.
Upon looking over the document more carefully we discovered
a long list of persons who are described as proponents of “The
Stable Money League.” There are ex-governors and various
other kinds of exes, and there is a numerous company of school
and university instructors, and there are also some names of
practical persons who should know what they are doing.
The matter would have attracted no lasting attention had it not
been for the fact that it seemed to have something to do with
economics and therefore might have a bearing on accountancy.
Careful review of the document shows that it is largely based
upon the ideas of Professor Irving Fisher of Yale, who has
evolved the thought, which is not altogether original, that the
dollar or other monetary unit should conform to the value of the
thing purchased. It is a beautiful theory, this notion of a fluc
tuating dollar. It is the kind of thing that would bring unspeak
able joy to anyone who enjoys frolicking with the differential
calculus. It might even appeal to retired college professors of
speculative tendencies. When Professor Fisher’s book Stabilising
the Dollar was published it did not seem likely that it would do
any great harm and it probably made Professor Fisher feel much
better to have produced it. The amazing thing to us is that it
should have received such serious attention as to lead to “The
Stable Money League.”
One sentence in the prospectus appeals to us largely: “There
will be a grade of membership to fit every size of pocketbook and
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every degree of interest.” Quite consistently the grades of mem
bership are to fluctuate with the bobbing dollar. The member
with few dollars will find them worth so much more than the
dollars of the member who has many that the poor shall be rich
and the rich poor, and all will be level, and we shall reach what
Don Marquis calls his Almost Perfect State—at least it shall be
so in “The Stable Money League.”

Competitive Bidding
The readers of this magazine comprise not only accountants
but a great many business men and leaders of industry. Many
of the subjects discussed in the editorial pages of the magazine
are primarily of interest to accountants and to others directly or
indirectly concerned with accounting. But there are many matters
which are of as great interest to the man of business as to the
professional practitioner, and one of these is the question of
competitive bidding which has been frequently considered here.
The accountant who enters into competition with his profes
sional confreres is likely to be so desirous of obtaining an engage
ment that he will undertake work at a price which cannot produce
a profit if the work be properly done. It is at this point that
the man of business becomes interested in anything that will
tend to abolish professional competition.
The arguments have been put forward many times, but occa
sionally it is well to return to the subject. Recently we have
received copy of a letter written by an eminent accountant to
the audit committee of a national bank in a distant part of the
country. The letter is so clear and incisive that we present it for
the information of readers in the hope that if any reader still
clings to the idea that competitive bidding is wise he may repent
and be converted:
We have to acknowledge the receipt of your letter of May 9th asking
us to make a flat price for an audit of the bank.
In a separate memorandum we are making some suggestions in respect
of the audit programme which was enclosed in your letter.
The writer of this letter would like to direct your attention with candor
and in seriousness to the method you seem to have adopted for determining
the selection of your auditors. We hazard the statement that no reputable
firm of high standing will make a competitive bid for a professional
engagement. The rendering of a professional service differs from an
ordinary commercial proposition which may lend itself to competition.
Were you to retain a lawyer or consult a physician, you would not shop
around or ask for bids. You would call in a professional in whom you had
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confidence and take his advice. If he served you well you would be likely
to engage him again when you had need for his services. Should your
judgment prove faulty you would be more careful another time.
Permit us to ask you to make some inquiries about the professional ethics
applicable to the relation of accountant and client. We are satisfied that
such an inquiry will dissuade you from either asking for bids or asking
that a service be rendered on the basis of a flat price, at least until after
the accountant has been your auditor long enough to be entirely familiar with
the conditions and circumstances surrounding the engagement. This in
volves the condition of the records, the system of accounts and the book
keeping machinery employed, the personnel, the methods of internal check
and many other circumstances.
Pardon this blunt, but nevertheless candid and sincere, criticism of your
courteous and kindly letter. We could not forego the opportunity of taking
advantage of your inquiry to engage in a little educational propaganda.
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REGIONAL MEETING, DETROIT, MICHIGAN, APRIL 8, 1921
A regional meeting of the American Institute of Accountants was held at
the Hotel Statler, Detroit, Michigan, Friday, April 8, 1921.
There were 165 registrations representing the following states: Illinois,
12; Indiana, 5; Iowa, 3; Kentucky, 1; Michigan, 110; Minnesota, 1; Mis
souri, 2; Ohio, 25; Ontario, 3; Wisconsin, 3.
The meeting was called to order at 10 a. m. by Frederic A. Tilton.
An address of welcome was delivered by Henry Steffens, comptroller of
the city of Detroit.
Mr. Tilton was unanimously elected chairman of the meeting.
D. W. Springer delivered an address on the Educational Requirements
for Public Accountants.
The meeting adjourned for lunch.
At two o’clock a paper entitled The Profits and Financing of Manufac
turing Corporations was read by E. Elmer Staub.
The paper was followed by a general discussion opened by Franklin
Bowman.
A paper entitled Treatment of Overhead When Production Is Below
Normal was read by C. B. Williams and followed by a general discussion,
led by Robert L. Turner.
L. H. Olson delivered an address on the subject Appraisals and Income
Taxes.
The discussion was opened by William C. Rowland.
P. L. Billings, on behalf of the accountants of Iowa, extended an invi
tation to hold the next mid-west regional meeting at Des Moines in
November.
The invitation was accepted with thanks.
The second Friday in November was selected as the time of meeting.
The following advisory committee for the next meeting was elected:
P. L. Billings, chairman, Iowa; Albert T. Bacon, Illinois; Cyril N. Bul
lock, Michigan; Page Lawrence, Missouri; James C. Mahon, Kentucky;
George S. Olive, Indiana; C. I. Smith, Wisconsin; Herbert M. Temple,
Minnesota; C. B. Williams, Ohio.
A vote of thanks to the committee on arrangements was unanimously
adopted.
The meeting adjourned.
A banquet was held in the evening, at which Frederick W. Morton
was toastmaster.
The following addresses were delivered:
The Aims of the Institute, by Carl H. Nau; Traditions of the Profession
and Their Keeping, by Edward E. Gore; Some Recent Income-tax De
cisions, by Archibald Broomfield.
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Income-tax Department
Edited by Stephen G. Rusk

We publish this month the much discussed decision of the United States
supreme court relative to taxing income arising from sale of capital assets.
The subject matter of this decision and the conclusions are of first import
ance to accountants. This fact has been borne in upon us by the number
of requests that have been received by this department to furnish the full
text of the decision.
The conclusions of the court are in accordance with best accounting prin
ciples and thought, and, like the decision respecting stock dividends, are
received with much satisfaction by the accountancy profession.
This issue also contains a number of treasury decisions that should
interest the readers of The Journal of Accountancy, among which we
wish to single out No. 3159. This decision deals with a question that is
met frequently by accountants.
In the case cited, a receiver of a railroad received in 1918 a lump sum
as extra compensation for his services rendered over a period of five years.
It had been his habit to make his income-tax return on a cash-receiptsand-disbursements basis, but upon receiving the lump sum aforementioned
he sought to make amended returns for the years of his service upon the
theory that a pro rata share of the extra compensation had accrued to
him each year. This method of handling his tax problems was denied by
the court hearing his plea.
Because the Income-tax Department has used more than its allotted
space in this month’s issue, no further comment upon the treasury decisions
published will be made, but we urge a careful reading of them, as they
are all instructive.

SUPREME COURT OF THE UNITED STATES
No. 608.—October Term, 1920
The Merchants’ Loan & Trust Company, as
trustee of the estate of Arthur Ryerson, In error to the district
deceased, plaintiff in error,
court of the United
vs.
States for the northern
Julius F. Smietanka, formerly United States
district
of Illinois.
collector of internal revenue for the first
district of the state of Illinois.
[March 28, 1921]
Mr. Justice Clarke delivered the opinion of the court.
A writ of error brings this case here for review of a judgment of the
district court of the United States for the northern district of Illinois,
sustaining a demurrer to a declaration in assumpsit to recover an assess
ment of taxes for the year 1917, made under warrant of the income-tax
act of congress, approved September 8, 1916 (39 Stat. ch. 463, p. 756)
as amended by the act, approved October 3, 1917 (40 Stat. ch. 63, p. 300).
Payment was made under protest and the claim to recover is based upon
the contention that the fund taxed was not “income” within the scope of
the sixteenth amendment to the constitution of the United States and that
the effect given by the lower court to the act of congress cited renders it
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unconstitutional and void. This is sufficient to sustain the writ of error.
Towne v. Eisner, 245 U. S. 418.
Arthur Ryerson died in 1912, and the plaintiff in error is trustee under
his will, of property the net income of which was directed to be paid to
his widow during her life and after her death to be used for the benefit
of his children, or their representatives, until each child should arrive at
twenty-five years of age, when each should receive his or her share of
the trust fund.
The trustee was given the fullest possible dominion over the trust
estate. It was made the final judge as to what “net income” of the estate
should be, and its determination in this respect was made binding upon all
parties interested therein, “except that it is my will that stock dividends
and accretions of selling values shall be considered principal and not
income.”
The widow and four children were living in 1917.
Among the assets which came to the custody of the trustee were 9,522
shares of the capital stock of Joseph T. Ryerson & Son, a corporation.
It is averred that the cash value of these shares, on March 1, 1913, was
$561,798, and that there were sold for $1,280,996.64, on February 2, 1917.
The commissioner of internal revenue treated the difference between the
value of the stock on March 1, 1913, and the amount for which it was
sold on February 2, 1917, as income for the year 1917, and upon that
amount assessed the tax which was paid. No question is made as to the
amount of the tax if the collection of it was lawful.
The ground of the protest, and the argument for the plaintiff in error
here, is that the sum charged as “income” represented appreciation in the
value of the capital assets of the estate which was not “income” within the
meaning of the sixteenth amendment and therefore could not, constitu
tionally, be taxed, without apportionment, as required by section 2, clause 3,
and by section 9, clause 4, of article I of the constitution of the United
States.
It is first argued that the increase in value of the stock could not be
lawfully taxed under the act of congress because it was not income to
the widow, for she did not receive it in 1917, and never can receive it,
that it was not income in that year to the children for they did not then,
and may never, receive it, and that it was not income to the trustee,
not only because the will creating the trust required that “stock dividends
and accretions of selling value shall be considered principal and not in
come,” but also because in the “common understanding” the term “income”
does not comprehend such a gain or profit as we have here, which it is
contended is really an accretion to capital and therefore not constitutionally
taxable under Eisner v. Macomber, 252 U. S. 189.
The provision of the will may be disregarded. It was not within the
power of the testator to render the fund non-taxable.
Assuming for the present that there was constitutional power to tax
such a gain or profit as is here involved, are the terms of the statute
comprehensive enough to include it?
Section 2 (a) of the act of September 8, 1916 (39 Stat. 757), (40 Stat.
300, 307, sec. 212), applicable to the case, defines the income of “a tax
able person” as including “gains, profits and income derived from .
sales, or dealings in property, whether real or personal, growing out of the
ownership or use of or interest in real or personal property ... or
gains or profits and income derived from any source whatever.”
Plainly the gain we are considering was derived from the sale of
personal property, and, very certainly the comprehensive last clause “gains
or profits and income derived from any source whatever,” must also in
clude it, if the trustee was a “taxable person” within the meaning of the
act when the assessment was made.
That the trustee was such a “taxable person” is clear from Section 1204
(1) (c) of the Act of October 3, 1917 (40 Stat. 331), which requires that
“trustees, executors . . . and all persons, corporations or associations,
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acting in any fiduciary capacity, shall make and render a return of the
income of the person, trust, or estate for whom or which they act, and
be subject to all the provisions of this title which apply to individuals.”
And section 2 (b) of the act of September 8, 1916, supra, specifically
declares that the
“income received by estates of deceased persons during the period of
administration or settlement of the estate, ... or any kind of prop
erty held in trust, including such income accumulated in trust for the
benefit of unborn or unascertained persons, or persons with contingent
interests, and income held for future distribution under the terms of the
will or trust shall be likewise taxed, the tax in each instance, except when
the income is returned for the purpose of the tax by the beneficiary, to be
assessed to the executor, administrator, or trustee, as the case may be.”
Further, section 2 (c) clearly shows that it was the purpose of con
gress to tax gains, derived from such a sale as we have here, in the manner
in which this fund was assessed, by providing that
“for the purpose of ascertaining the gain derived from the sale or other
disposition of property, real, personal, or mixed, acquired before March 1,
1913, the fair market price or value of such property as of March 1, 1913,
shall be the basis for determining the amount of such gain derived.”
Thus, it is the plainly expressed purpose of the act of congress to treat
such a trustee as we have here as a “taxable person” and for the purposes
of the act to deal with the income received for others precisely as if the
beneficiaries had received it in person.
There remains the question, strenuously argued, whether this gain in
four years of over $700,000 on an investment of about $500,000 is “income”
within the meaning of the sixteenth amendment to the constitution of the
United States.
The question is one of definition and the answer to it may be found in
recent decisions of this Court.
The corporation excise-tax act of August 5, 1909 (36 Stat. 11, 112),
was not an income-tax law, but a definition of the word “income” was so
necessary in its administration that in an early case it was formulated as
“A gain derived from capital, from labor, or from both combined.”
(Stratton’s Independence v. Howbert, 231 U. S. 399, 415.)
This definition, frequently approved by this court, received an addition,
in its latest income-tax decision, which is especially significant in its
application to such a case as we have here, so that it now reads: “Income
may be defined as a gain derived from capital, from labor, or from both
combined, provided it be understood to include profit gained through sale
or conversion of capital assets.” Eisner v. Macomber, 252 U. S. 189, 207.
The use made of this definition of “income” in the decision of cases
arising under the corporation excise-tax act of August 5, 1909, and under
the income-tax acts is, we think, decisive of the case before us. Thus,
in two cases arising under the corporation excise-tax act:
In Hays v. Gauley Mountain Coal Company, 247 U. S. 189, a coal com
pany, without corporate authority to trade in stocks, purchased shares in
another coal mining company in 1902, which it sold in 1911, realizing a
profit of $210,000. Over the same objection made in this case, that the
fund was merely converted capital, this court held that so much of the
profit upon the sale of the stock as accrued subsequent to the effective
date of the act was properly treated as income received during 1911, in
assessing the tax for that year.
In United States v. Cleveland, Cincinnati, Chicago & St. Louis Railway
Company, 247 U. S. 195, a railroad company purchased shares of stock in
another railroad company in 1900 which it sold in 1909, realizing a profit
of $814,000. Here, again, over the same objection, this court held that the
part of the profit which accrued subsequent to the effective date of the
act was properly treated as income received during the year 1909 for the
purposes of the act.
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Thus, from the price realized from the sale of stock by two investors,
as distinguished from dealers, and from a single transaction as distinguished
from a course of business, the value of the stock on the effective date of
the tax act was deducted and the resulting gain was treated by this court
as “income” by which the tax was measured.
It is obvious that these decisions in principle rule the case at bar if the
word “income” has the same meaning in the income-tax act of 1913
that it had in the corporation excise-tax act of 1909, and that it has the
same scope of meaning was in effect decided in Southern Pacific Company
v. Lowe, 247 U. S. 330, 335, where it was assumed for the purposes of
decision that there was no difference in its meaning as used in the act of
1909 and in the income-tax act of 1913. There can be no doubt that the
word must be given the same meaning and content in the income-tax acts
of 1916 and 1917 that it had in the act of 1913. When to this we add
that in Eisner v. Macomber, supra, a case arising under the same income-tax
act of 1916 which is here involved, the definition of “income” which was
applied was adopted from Stratton’s Independence v. Howbert, supra,
arising under the corporation excise-tax act of 1909, with the addition that
it should include “profit gained through sale or conversion of capital
assets,” there would seem to be no room to doubt that the word must
be given the same meaning in all of the income-tax acts of congress that
was given to it in the corporation excise-tax act and that what that
meaning is has now become definitely settled by decisions of this court.
In determining the definition of the word “income” thus arrived at,
this court has consistently refused to enter into the refinements of
lexicographers or economists and has approved, in the definitions quoted,
what it believed to be the commonly understood meaning of the term
which must have been in the minds of the people when they adopted the
sixteenth amendment to the constitution. Doyle v. Mitchell Brothers Com
pany, 247 U. S. 179, 185; Eisner v. Macomber, 252 U. S. 189, 206, 207.
Notwithstanding the full argument heard in this case and in the series
of cases now under consideration we continue entirely satisfied with that
definition, and, since the fund here taxed was the amount realized from
the sale of the stock in 1917, less the capital investment as determined by
the trustee as of March 1, 1913, it is palpable that it was a “gain or profit”
“produced by” or “derived from” that investment, and that it “proceeded”
and was “severed” or rendered severable, from it, by the sale for cash,
and thereby became that “realized gain” which has been repeatedly declared
to be taxable income within the meaning of the constitutional amendment
and the acts of congress. Doyle v. Mitchell Brothers Company and Eisner
v. Macomber, supra.
It is elaborately argued in this case, in No. 609, Eldorado Coal &
Mining Company v. Harry W. Mager, Collector, etc., submitted with it,
and in other cases since argued, that the word “income” as used in the
sixteenth amendment and in the income-tax act we are considering does
not include the gain from capital realized by a single isolated sale of
property but that only the profits realized from sales by one engaged in
buying and selling as a business—a merchant, a real estate agent, or broker
—constitute income which may be taxed.
It is sufficient to say of this contention, that no such distinction was
recognized in the civil war income-tax act of 1867 (14 Stat. 471, 478),
or in the act of 1894 (28 Stat. 509, 553), declared unconstitutional or an
unrelated ground; that it was not recognized in determining income under
the excise-tax act of 1909, as the cases cited, supra, show; that it is not
to be found, in terms, in any of the income-tax provisions of the internal
revenue acts of 1913, 1916, 1917 or 1919; that the definition of the word
"income” as used in the sixteenth amendment, which has been developed
by this court, does not recognize any such distinction; that in departmental
practice, for now seven years, such a rule has not been applied; and that
there is no essential difference in the nature of the transaction or in the
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relation of the profit to the capital involved, whether the sale or conver
sion be a single, isolated transaction or one of many. The interesting and
ingenious argument, which is earnestly pressed upon us, that this distinction
is so fundamental and obvious that it must be assumed to be a part of
the “general understanding” of the meaning of the word “income” fails
to convince us that a construction should be adopted which would, in a
large measure, defeat the purpose of the amendment.
The opinions of the courts in dealing with the rights of life tenants
and remaindermen in gains derived from invested capital, especially in
dividends paid by corporations, are of little value in determining such a
question as we have here, influenced as such decisions are by the terms of
the instruments creating the trusts involved and by the various rules
adopted in the various jurisdictions for attaining results thought to be
equitable. Here the trustee, acting within its powers, sold the stock,
as it might have sold a building, and realized a profit of $700,000, which
at once became assets in its possession free for any disposition within the
scope of the trust but for the purposes of taxation to be treated as if the
trustee were the sole owner.
Gray v. Darlington, 15 Wall. 63, much relied upon in argument, was
sufficiently distinguished from cases such as we have here in Hays v.
Gauley Mountain Coal Company, 247 U. S. 189, 191. The differences in the
statutes involved render inapplicable the expressions in the opinion in that
case (not necessary to the decision of it) as to distinctions between income
and increase of capital.
In Lynch v. Turrish, 247 U. S. 221, also much relied upon, it is ex
pressly stated that, “according to the fact admitted, there was no increase
after that date (March 1, 1913) and therefore no increase subject to the
law.” For this reason the questions here discussed and decided were not
there presented.
The British income-tax decisions are interpretations of statutes so
wholly different in their wording from the acts of congress which we
are considering that they are quite without value in arriving at the con
struction of the laws here involved.
Another assessment on a small gain realized from a sale of bonds,
also made by the trustee in 1917, does not present any questions other
than those which we have discussed and therefore it does not call for
separate consideration.
The judgment of the district court is affirmed.
Mr. Justice Holmes and Mr. Justice Brandeis, because of prior de
cisions of the court, concur only in the judgment.

SUPREME COURT OF THE UNITED STATES
No. 609.—October Term, 1920
Eldorado Coal & Mining Company, plaintiff
In error to the district
in error,
court of the United
vs.
States for the northern
Harry W. Mager, collector of internal revenue
district of Illinois.
for the first district of Illinois.

[March 28, 1921]
Mr. Justice Clarke delivered the opinion of the court.
This case comes into this court on a writ of error to review a judgment
of the district court of the United States for the northern district of
Illinois, sustaining a demurrer to a declaration in assumpsit to recover an
assessment of income- and excess-profits taxes for the year 1917, under
warrant of the income-tax act of congress, approved September 8, 1916
(39 Stat., ch. 463, p. 756) as amended by the act approved October 3, 1917
(40 Stat., ch. 63, p. 300). Payment was made under protest and the
claim to recover is based upon the same contention dealt with in No. 608,
this day decided, that the fund taxed was not “income” within the scope
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of the sixteenth amendment to the constitution of the United States, and
that the effect given by the lower court to the act renders it unconstitutional
and void.
The Eldorado Coal & Mining Company is an Indiana corporation, which
operated a bituminous coal mine and mining plant, which it sold in May,
1917, for cash. The company retained its accounts receivable and prior
to September 30, 1917, it distributed among its stockholders, proportionately
to their ownership of stocks, the cash received from the sale and the
accounts receivable in kind. The corporation, however, was not dissolved
nor its charter surrendered, because there were unsettled liabilities against
it for federal income taxes and excess-profits taxes. Otherwise its affairs
were wound up.
It is averred in the declaration that, taking the fair market value as
of March 1, 1913, of the capital assets of the company invested and em
ployed in its business, and adding thereto the cost of additions and better
ments, and subtracting depreciation and depletion to the date of sale, it
appears that there was an appreciation in value of the property after March
1, 1913, of $5,986.02, and it was on this profit realized by the sale that the
assessment of $3,073.16 was made which the company paid and in this suit
seeks to recover.
It is obvious from this statement of the case that it presents in so
nearly the same form precisely the same questions as were considered in
No. 608, The Merchants’ Loan & Trust Company, etc. v. Julius F.
Smietanka, Collector, etc., this day decided, that further discussion of them
is unnecessary, and, on the authority of that case, the judgment of the
district court is affirmed.
Mr. Justice Holmes and Mr. Justice Brandeis, because of prior de
cisions of the court, concur only in the judgment.
SUPREME COURT OF THE UNITED STATES
No. 663.—October Term, 1920
David M. Goodrich, plaintiff in error,
In error to the District
vs.
court of the United
William H. Edwards, United States collector
States for the southern
of internal revenue for the second district
district of New York.
of the state of New York.
[March 28, 1921]
Mr. Justice Clarke delivered the opinion of the court.
The plaintiff in error sued the defendant, a collector of internal revenue,
to recover income taxes assessed in 1920 for the year 1916 and paid under
protest to avoid penalties. A demurrer to the complaint was sustained and
the constitutional validity of a law of the United States is so involved
that the case is properly here by writ of error. Towne v. Eisner, 245
U. S. 418.
Two transactions are involved.
(1) In 1912 the plaintiff in error purchased 1,000 shares of the capital
stock of a mining company for which he paid $500. It is averred that the
stock was worth $695 on March 1, 1913, and that it was sold in March,
1916, for $13,931.22. The tax which the plaintiff in error seeks to recover
was assessed on the difference between the value of the stock on March
1, 1913, and the amount for which it was sold.
(2) The plaintiff in error being the owner of shares of the capital
stock of another corporation, in 1912 exchanged them for stock, in a
reorganized company, of the then value of $291,600. It is averred and
admitted that on March 1, 1913, the value of this stock was $148,635.50,
and that it was sold in 1916 for $269,346.25. Although it is thus apparent
that the stock involved was of less value on March 1, 1913, than when
it was acquired, and that it was ultimately sold at a loss to the owner
nevertheless the collector assessed the tax on the difference between the
value on March 1, 1913, and the amount for which it was sold.
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The plaintiff in error seeks to recover the whole of these two assessments.
The same contention is made with respect to each of these payments as
was made in No. 608, The Merchants’ Loan & Trust Company, as Trustee
v. Julius F. Smietanka, Collector of Internal Revenue, this day decided,
viz., that the amounts realized from the sales of the stocks were in their
inherent nature capital as distinguished from income, being an increment
in value of the securities while owned and held as an investment and
therefore not taxable under the revenue act of 1916 (39 Stat. 756) as
amended in 1917 (40 Stat. 300) or under any constitutional law.
With respect to the first payment. It is plain that this assessment
was on the profit accruing after March 1, 1913, the effective date of the
act, realized to the owner by the sale after deducting his capital invest
ment. The question involved is ruled by No. 608, supra, and the amount
was properly taxed.
As to the second payment. The government confesses error in the
judgment with respect to this assessment. The stock was sold in the
year for which the tax was assessed for $22,253.75 less than its value
when it was acquired, but for $120,710.75 more than its value on March
1, 1913, and the tax was assessed on the latter amount.
The act under which the assessment was made provides that the net
income of a taxable person shall include gains, profits and income derived
from . . . sales or dealings in property, whether real or personal
. . . or gains or profits and income derived from any source whatever.
(39 Stat. 757; 40 Stat. 300, 307.)
Section 2 (c) of this same act provides that “for the purpose of ascer
taining the gain derived from a sale or other disposition of property,
real, personal or mixed, acquired before March 1, 1913, the fair market
price or value of such property as of March 1, 1913, shall be the basis for
determining the amount of such gain derived.”
And the definition of “income” approved by this court is: “A gain
derived from capital, from labor, or from both combined, provided it be
understood to include profits gained through sale or conversion of capital
assets.” Eisner v. Macomber, 252 U. S. 189, 207.
It is thus very plain that the statute imposes the income tax on the
proceeds of the sale of personal property to the extent only that gains
are derived therefrom by the vendor, and we therefore agree with the
solicitor general that since no gain was realized on this investment by the
plaintiff in error no tax should have been assessed against him.
Section 2 (c) is applicable only where a gain over the original capital
investment has been realized after March 1, 1913, from a sale or other
disposition of property.
It results that the judgment of the district court as to the first assess
ment, as we have described it, is affirmed, that as to the second assessment
it is reversed, and the case is remanded to that court for further proceed
ings in conformity with this opinion. Reversed in part. Affirmed in part.
Mr. Justice Holmes and Mr. Justice Brandeis, because of prior de
cisions of the court, concur only in the judgment.

SUPREME COURT OF THE UNITED STATES
No. 742.—October Term, 1920.
James J. Walsh, collector of internal revenue, In error to the district
plaintiff in error,
court of the United
vs.
States for the district
Frederick F. Brewster.
of Connecticut.
[March 28, 1921]
Mr. Justice Clarke delivered the opinion of the court.
In this case the defendant in error sued the plaintiff in error, a collector
of internal revenue, to recover income taxes for the year 1916, assessed
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in 1918, and which were paid under protest to avoid penalties. The defend
ant answered, the case was tried upon an agreed statement of facts, and
judgment was rendered in favor of the taxpayer, the defendant in error.
The case is properly here by writ of error. Towne v. Eisner, 245 U. S. 418.
The defendant in error was not a trader or dealer in stocks or bonds,
but occasionally purchased and sold one or the other for the purpose of
changing his investments.
Three transactions are involved.
The first relates to bonds of the International Navigation Company,
purchased in 1909, for $191,000 and sold in 1916 for the same amount.
The market value of these bonds on March 1, 1913, was $151,845, and the
tax in dispute was assessed on the difference between this amount and
the amount for which they were sold in 1916, viz., $39,155.
The trial court held that this apparent gain was capital assets and not
taxable income under the sixteenth amendment to the constitution of the
United States, and rendered judgment in favor of the defendant in error
for the amount of the tax which he had paid.
The ground upon which this part of the judgment was justified below
is held to be erroneous in No. 608, Merchants’ Loan & Trust Company,
as Trustee v. Julius F. Smietanka, Collector of Internal Revenue, this day
decided, but, since the owner of the stock did not realize any gain on his
original investment by the sale in 1916, the judgment was right in this
respect, and under authority of the opinion and judgment in No. 663,
Goodrich v. Edwards, Collector, also rendered this day, this part of the
judgment is affirmed.
The second transaction involved the purchase in 1902 and 1903 of bonds
of the International Mercantile Marine Company for $231,300, which were
sold in 1916 for $276,150. This purchase was made through an under
writing agreement such that the purchaser did not receive any interest
upon the amount paid prior to the allotment to him of the bonds in 1906,
and he claimed that interest upon the investment for the time which so
elapsed should be added as a part of the cost to him of the bonds. But
this claim was properly rejected by the trial court under authority of
Hays v. Gauley Mountain Coal Company, 247 U. S. 189.
It is stipulated that the market value of these bonds on March 1, 1913,
was $164,480, and the collector assessed the tax upon the difference between
the selling price and this amount, but since the gain to the taxpayer was
only the difference between his investment of $231,300 and the amount
realized by the sale, $276,150, under authority of No. 663, Goodrich v.
Edwards, Collector, this day decided, he was taxable only on $44,850.
The district court, however, held that any gain realized by the sale
was a mere conversion of capital assets and was not income which could
lawfully be taxed. In this respect the court fell into error. The tax
was properly assessed, but only upon the difference between the purchase
and selling price of the bonds as stated.
The third transaction related to stock in the Standard Oil Company
of California, received through the same stock dividend involved in Eisner
v. Macomber, 252 U. S. 189. The district court, upon authority of that
case, properly held that the assessment made and collected upon this
dividend should be refunded to the defendant in error.
It results that as to the profit realized upon the second transaction,
as indicated in this opinion, the judgment of the District Court is reversed,
but as to the other transactions it is affirmed for the reasons and upon the
grounds herein stated. Judgment reversed in part, affirmed in part, and
case remanded.
Mr. Justice Holmes and Mr. Justice Brandeis, because of prior de
cisions of the court, concur only in the judgment.
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TREASURY RULINGS
(T. D. 3153—April 9, 1921)
Income tax—Gross income—Invested capital.
Articles 549 and 870, regulations No. 45 (1920 edition), amended.
Articles 549 and 870, regulations No. 45 (1920 edition) are hereby
amended to read as follows:
Art. 549. Exclusions from gross income.—A life insurance shall not
include in gross income such portion of any actual premium received from
any individual policyholder as is paid back, or credited to, or treated as an
abatement of premium of such policyholder within the taxable year.
“Paid back” means paid in cash.
“Credited to” means applied by way of credit so as to reduce the pre
mium received on the policy for the taxable year. It includes dividends
applied (a) directly to the payment of the premium for the taxable year;
(b) to purchase additional paid-up insurance or annuities; or (c) to shorten
the endowment or premium paying period; or (d) left with the company to
accumulate at interest. It does not include the amount of divisible surplus
annually ascertained and apportioned to deferred dividend policies.
“Treated as an abatement of premium” means of the premium for the
taxable year.
Where the dividend paid back or credited to a policyholder is in excess
of the premium received from such policyholder within the taxable year
there may be excluded from gross income only the amount of the premium
received, and where no premium is received from the policyholder within
the taxable year the company is not entitled to exclude from its premiums
received from other policyholders any amount on account of such divi
dend payment.
Art. 870. Insurance companies.—The reserve funds of life insurance
companies, the net additions to which are deductible from gross income
under the provisions of section 234 of the statute, can not be included in
computing invested capital. The like reserve funds of insurance com
panies, other than life insurance companies, may be included in computing
invested capital. See sections 325 and 326 (a) (3) and (b) and articles
569 and 814.
(T. D. 3154—April 11, 1921)
Action on claims for credit.
Regulations No. 45 (1920 ed.) amended.
Article 1035 of regulations No. 45 (1920 edition) is hereby amended
to read as follows:
Art. 1035. Action on claims for credit.—Upon receipt by the collector
of a claim for credit on form 47 A, he will take no action thereon until
the following requirements have been met:
(a) The collector must ascertain from the commissioner whether a
claim for refund for the year or years upon which the claim for credit
is based, and upon substantially the same ground, has been filed. If no such
claim for refund has been filed, the collector may, on notice thereof from
the commissioner, accept for filing the taxpayer’s claim for credit.
(b) When it is known to the collector that a refund claim of the nature
referred to above is on file with the commissioner, and has not been
adjusted, he will not accept the taxpayer’s claim for credit for the same
year or years until the taxpayer has requested the commissioner to reject
such claim and has been advised by the commissioner that such claim
has been rejected. Claims for refund may not be converted into claims
for credit, except in the manner above mentioned.
Upon acceptance for filing of a claim for credit on form 47 A, the
collector shall certify thereon the required information concerning all out
standing assessments and payments covered thereby and shall note on
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his records that a claim for credit has been filed. He shall thereupon
transmit the claim to the commissioner. Due notice will be given the
collector and the taxpayer of the action taken on the claim. A schedule of
credit claims on form 7220 A will be transmitted to the collector once a
month and formal credit shall be taken by the collector at that time. If a
claim is allowed against additional taxes due for other years, but such
other taxes have not yet been assessed, only the amount of the excess of
such taxes over the overpayment shall be assessed, or the excess of the
overpayment over such taxes due shall be refunded as the case may be.
The effective date of the filing of a claim for credit shall be the actual
date of presentation to the collector. The filing of a claim for credit
against the tax due under another return shall be subject to the same rules
with respect to the addition of interest and penalties as if the taxpayer
had filed a claim for abatement of the tax against which credit is desired.
See articles 1003 and 1006.
Under no circumstances will a taxpayer be permitted to take credit for
an alleged refund due for a prior year on any return filed for a subsequent
year without filing a formal claim for credit on form 47 A, under the
requirements as provided herein. An attempt to take a credit contrary
to the instructions herein set forth shall not be held to be the filing of a
claim under section 252 of the revenue act of 1918.
(T. D. 3155—April 11, 1921)
Income tax—Nonresident aliens.
Articles 312, 313, 314 and 315, regulations No. 45, amended.
Articles 312, 313, 314 and 315 of regulations No. 45 are hereby amended,
to conform with an opinion of the attorney general of March 1, 1921,
to read as follows:
Art. 312. Who is a nonresident alien individual?—A “nonresident alien
individual” means an individual (a) whose residence is not within the
United States and (b) who is not a citizen of the United States. An
alien actually present in the United States who is not a mere transient or
sojourner is a resident of the United States for purposes of the income
tax. Whether he is a transient or not is determined by his intentions
with regard to his stay and the length and nature of his stay. A mere
floating intention, indefinite as to time, to return to another country is not
sufficient to constitute him a transient. If he lives in the United States
and has no definite intention as to his stay, he is a resident. One who
comes to the United States for a definite purpose which in its nature may
be promptly accomplished is a transient; but if his purpose is of such a
nature that an extended stay may be necessary for its accomplishment,
and to that end the alien makes his home temporarily in the United States,
he becomes a resident, though it may be his intention at all times to return
to his domicile abroad when the purpose for which he came has been
consummated or abandoned.
Art. 313. Proof of residence of alien.—The following rules of evidence
shall govern in determining whether or not an alien within the United
States has acquired residence therein within the meaning of the revenue
act. An alien, by reason of his alienage, is presumed to be a nonresident
alien. Such presumption may be overthrown (1) in the case of an alien
who presents himself for determination of tax liability prior to departure
for his native country, by (a) proof that the alien, at least six months
prior to the date he so presents himself, has filed a declaration of his
intention to become a citizen of the United States under the naturalization
laws, (b) proof that the alien, at least six months prior to the date he so
presents himself, has filed form 1078 (revised) or its equivalent, or
(c) proof of acts and statements of the alien showing a definite intention
to acquire residence in the United States or showing that his stay in the
United States had been of such an extended nature as to constitute him a
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resident; (2) in all other cases by (a) proof that the alien has filed a
declaration of his intention to become a citizen of the United States under
the naturalization laws, (b) proof that the alien has filed form 1078 (re
vised) or its equivalent, or (c) proof of acts and statements of an alien
showing a definite intention to acquire residence in the United States or
showing that his stay in the United States has been of such an extended
nature as to constitute him a resident. In any case in which an alien seeks
to overcome the presumption of nonresidence under (1) (c) or (2) (c)
above, if the officer who examines the alien is in doubt as to the facts, such
officer may, to assist him in determining the facts, require an affidavit or
affidavits setting forth the facts relied upon, executed by some creditable
person or persons, other than the alien and members of his family, who
have known the alien at least six months prior to the date of execution of
the affidavit or affidavits.
Art. 314. Loss of residence by alien.—An alien who has acquired resi
dence in the United States retains his status as a resident until he abandons
the same and actually departs from the United States. An intention to
change his residence does not change his status as a resident alien to that
of a nonresident alien. Thus an alien who has acquired a residence in
the United States is taxable as a resident for the remainder of his stay
in the United States. The status of an alien on the last day of his taxable
year or period determines his liability to tax for such year or period as a
resident or nonresident. See articles 305 and 306.
Art. 315. Duty of employer to determine status of alien employee.—If
wages are paid to aliens without withholding the tax, except as permitted
in article 316, the employer should be prepared to prove the status of the
alien as provided in the foregoing articles. An employer may rely upon
the evidence of residence afforded by the fact that an alien has filed form
1078 (revised) or an equivalent certificate of the alien establishing resi
dence. An employer who seeks to account for failure to withhold in the
past, if he had not at the time secured form 1078 (revised) or its equiva
lent, is permitted to prove the former status of the alien by any material
evidence.
(T. D. 3156—April 11, 1921)
Capital-stock tax.
Amendment of T. D. 2800 of March 12, 1919, concerning liability to capital
stock tax of railroad corporations whose properties were held and oper
ated by the federal government under the army appropriation act
approved August 29, 1916.
T. D. 2800 is hereby amended to read as follows:
Under section 407 of the act of September 8, 1916, every domestic
corporation was required to pay annually a special excise tax with respect
to the carrying on or doing business equivalent to 50 cents for each $1,000
of the fair value of its capital stock. The act approved February 24, 1919,
increased the tax to $1 for each $1,000 of the fair average value of the
capital stock and reduced the exemption from $99,000 to $5,000. Questions
have been raised as to the liability to the capital-stock tax of corporations
owning railroads controlled and operated by the federal government.
Liability to capital-stock tax is made to depend upon whether a cor
poration is “carrying on or doing business” within the meaning of the
taxing act. A corporation which has been organized or chartered to oper
ate a railroad property but which has ceased to operate it by reason of the
fact that the property is being operated by the federal government is not
liable to capital-stock tax unless it is carrying on or doing business in con
nection with other property than its railroad property. The renting of
property which was acquired by the corporation as an incident to its rail
road business but which was not needed by the federal government is not
such carrying on or doing of business as would involve the corporation in
liability to capital-stock tax.
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(T. D. 3159—April 29, 1921)
Income tax—Revenue act of 1918—Decision of court.
1. Year to Which Income Apportionable—Lump Sum Awarded to
Receiver in Addition to Salary.
Where a receiver of a railroad was, in 1918, awarded a large sum in
addition to his regular salary, as additional compensation, which he was
required to return on a cash receipts and disbursements basis as income for
the year 1918, he was properly refused permission to report the income
on an accrual basis, apportioning it over the five years of the receivership,
for the reasons (1) that the taxpayer had no right to make his return on
an accrual basis under section 212 of the revenue act of 1918, and (2) the
award was compensation for personal services which was income of the
calendar year of its determination and payment.
2. Effect of Nunc Pro Tunc Order Apportioning Over Period of Years
Additional Compensation Previously Awarded Receiver.
Where, upon demand by collector that he return award as income of
1918, taxpayer applied to court for a nunc pro tunc order showing that the
additional compensation was earned and accrued in equal monthly in
stallments throughout the receivership, which order was entered, such order
was ineffective to alter the conclusion that the award was income for the
year in which determined and paid.
The appended decision of the United States circuit court of appeals
for the seventh circuit, in the case of Jackson v. Smietanka, Collector,
is published for the information of internal revenue officers and others
concerned:

United States Circuit Court of Appeals for the Seventh Circuit.
No. 2794. October Term, 1920, January Session, 1921.
William J. Jackson, plaintiff in error, v. Julius F. Smietanka, collector of
internal revenue, defendant in error.
[Error to the district court of the United States for the northern district
of Illinois, eastern division.]
Before Baker, Alschuler and Evans, circuit judges.
Baker, circuit judge, delivered the opinion of the court:
Jackson, plaintiff, filed a declaration to recover income taxes paid by
him under protest. Defendant’s demurrer was sustained; plaintiff declined
to plead over; and this writ of error challenges the consequent judgment.
From May, 1913, to April, 1918, plaintiff served as a railroad receiver
under appointment of the district court at Chicago. Plaintiff accepted the
employment under an order providing that he “be paid on account of his
services at the rate of $2,000 per month,” and that on termination of his
trust he “shall be at liberty to apply for such further compensation as to
the court may then appear reasonable and just.” For the years 1913 to
1917, inclusive, plaintiff made returns on the basis of “income received;”
and, respecting this receivership, he had neither a business system nor books
nor unpaid allowances for service from which he could have made returns
of “income accrued.” In 1918 plaintiff was allowed and paid “as final
payment for all services rendered by him during the receivership herein
the additional sum of $100,000.” On March 14, 1919, plaintiff filed his
return for 1918, showing the receipt of said $100,000, and also filed amended
returns for 1913 to 1917, inclusive, in which he claimed that pro rata parts
of said $100,000 were “accrued income” of those years. On April 16, 1919,
the collector rejected the amended returns and demanded normal taxes
and surtaxes on the $100,000 so received in 1918. Plaintiff then prepared
and on April 22, 1919, presented to the district court a petition for a nunc
pro tunc order showing that the additional compensation was earned and
had accrued in equal monthly installments throughout the receivership,
and the order as tendered was entered. Thereupon plaintiff, on May 28,
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1919, paid $26,826 under protest, and subsequently brought this action to
recover the difference, $19,973.
Unless some effect is to be given to the nunc pro tunc order, the
collector was right. Section 213 of the revenue act of 1918 requires a
return of “income derived from salaries or compensation for personal
service” and provides that the amount thereof “shall be included in the
gross income for the taxable year in which received by the taxpayer unless
under methods of account permitted under subdivision (b) of section 212
any such amounts are to be properly accounted for as of a different period.”
That subdivision permits a return “upon the basis of the taxpayer’s annual
account period (fiscal year or calendar year, as the case may be) in
accordance with the method of accounting regularly employed in keeping
the books of such taxpayer; but if no such method of accounting has been
so employed, or if the method employed does not clearly reflect the
income, the computation shall be made upon such basis and in such manner
as in the opinion of the commissioner does clearly reflect the income.”
Not only do the facts of this case demonstrate that there is no permission
in that subdivision to save plaintiff from the direct mandate of section 213,
but article 32 of regulations No. 45 (authorized by section 1309 of the act)
explicitly requires that “where no determination of compensation for per
sonal services is had until the completion of the services, the amount received
is income for the calendar year of its determination.” Plaintiff from time
to time during the receivership had applied to the court for additional
compensation, and the court had always refused. Manifestly such refusals
were in accordance with the original order of appointment, which plainly
denied any intermediate right to additional compensation and left the
question of what additional compensation, if any, would be fair to be deter
mined when the trust ended and to be dependent upon the outcome of the
administration. And whether the regulation means that the compensation
is income of the year in which the determination of the amount is made,
or is income of the year in which payment is made, is immaterial in the
present case, for both determination of amount and payment thereof oc
curred in 1918.
A year after plaintiff had finally stepped out of the district court and
a month after his liability to make a true return of his income for 1918
had become fixed, plaintiff reappeared in court and obtained the aforesaid
nunc pro tunc order. Respecting the general question of a court’s authority
to make nunc pro tunc orders or judgments, plaintiff cites certain authori
ties, which we supplement by calling attention to others. In regard to
the present order it suffices to say: There was no misprision of a clerical
officer; no new facts; no newly discovered evidence concerning former
issues of fact; no failure in the court to enter the original order exactly
as the court intended to enter it; even if the petition for the nunc pro tunc
order had tendered an issue which interested the original parties (the
railroad company and its creditors), no steps were taken by the aforetime
receiver to have them join issue; the petition was heard ex parte; and as
to the government all the matters in the district court were res inter alios.
The judgment is affirmed.
(T. D. 3160—April 28, 1921)
Capital-stock tax—Act of September 8, 1916, Title IV—Decision of court.
1. Validity of Tax.
The capital-stock tax is an excise tax imposed upon a corporation with
respect to the carrying on or doing business by the corporation, which is a
proper subject for taxation by the government, and within its constitutional
powers of taxation.
2. Payment in Advance.
The capital-stock tax imposed by the act of September 8, 1916, is not
illegal because assessed and collected in advance under regulations of the
treasury department; the act, by sections 407 and 409, contemplating that

446

Income-tax Department
a corporation must pay a tax on its capital stock for the preceding year
in order to do business for the coming year.
3. Action to Recover Tax Paid—Maintenance.
An action to recover a capital-stock tax paid in advance, on the ground
that advance payment was unauthorized, can not be maintained where the
tax became due and payable under the taxpayer’s theory before suit was
brought.
The appended decision of the court of claims, under date of February
14, 1921, in the case of the Washington Water Power Co., a corporation,
v. United States, is published for the information of internal-revenue offi
cers and others concerned:

Court of Claims of the United States. No. 34092.
The Washington Water Power Co., a corporation, v. United States.
[Decided Feb. 14, 1921]
This case having been heard by the court of claims, the court, upon
the evidence makes the following
Findings of Fact.
I. The plaintiff, The Washington Water Power Co., is and was during
the period hereinafter stated, a corporation organized for profit and engaged
in business in the state of Washington.
II. On or about January 31, 1917, the plaintiff duly filed a return on
form 707 prescribed by the treasury department for the return of the tax
on corporations under section 407, title IV, act of September 8, 1916
(30 Stat., 756). In his return plaintiff stated the value and amount of its
capital stock, surplus, and undivided profits for the year ending June 30,
1916, and computed the amount of tax due thereon for the six months
ending June 30, 1917, at the rate of 25 cents for each $1,000 of such value
to be the sum of $2,977.75. This return was accompanied by the following
written statement:
The Washington Water Power Co. hereby formally protests against the
filing of this return, and only does so under compulsion exerted by the
collector of internal revenue. In support of its protest the company states
that no return is due from it to the United States at this time under the
act commonly known as the capital-stock tax law, being embraced in
title IV of the act approved September 8, 1916, and that the demand of the
collector of internal revenue for the filing of such return is illegal and
unauthorized.
III. On or about March 9, 1917, the plaintiff paid to the United States
collector of internal revenue for the district of Washington, in said state,
the sum of $2,977.75, as a tax under said statute for the six months’ period
ending June 30, 1917. This tax was paid voluntarily and without protest.
IV. On or about July 25, 1917, plaintiff filed another return similar in
form to that described in finding II, computing thereon the amount of tax
due for the year ending June 30, 1918, to be the sum of $5,458.50. This
return was also accompanied by a written statement identical with that
set forth in finding II.
V. On or about September 24, 1917, the plaintiff paid the United States
collector for said district in the sum of $5,458.50 as a tax under said
statute for the year ending June 30, 1918, which was computed at the rate
of 50 cents for each $1,000 of plaintiff’s capital stock, surplus, and undi
vided profits less authorized deduction.
The payment of this tax was accompanied by the following written
protest:
The Washington Water Power Company hereby protests against the
payment of taxes in the amount of $5,458.50, or in any other amount, which
are alleged to be due by the collector of internal revenue under the terms
of the act commonly known as the capital-stock tax law, being embraced in
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title IV of the act of congress approved September 8, 1916. That this
payment is made by this company involuntarily, under duress and com
pulsion, and in order to avoid penalties and the institution of distraint
proceedings, which it is advised by the collector of internal revenue will
be exacted and instituted unless payment is now made. Further, in support
of its protest the Washington Water Power Company states that no tax is
now lawfully due by said company to the United States under the terms
of the capital-stock tax law, as aforesaid. Said company hereby notifies the
collector of internal revenue of its intention to recover said taxes illegally
collected by appropriate proceedings in the courts.
VI. On or about October 31, 1917, the plaintiff filed in the treasury de
partment an application demanding a refund to it of the sum of $2,977.75,
and also the sum of $5,458.50, being the amount of the taxes which it had
paid as set forth in findings III and V. The said claim for refund was
rejected by the commissioner of internal revenue on or about June 14, 1918.
VII. The petition to recover in this case was filed on February 26, 1919.
Conclusion of Law.
Upon the foregoing findings of fact the court decides, as a conclusion
of law, that the plaintiff is not entitled to recover, and its petition is
therefore dismissed.
Judgment is rendered against the plaintiff for the cost of printing the
record in this cause, the amount thereof to be entered by the chief clerk
and collected by him according to law.
Graham, judge, delivered the opinion of the court:
In this suit the plaintiff seeks to have refunded taxes collected from it
under section 407, title IV, act of September 8, 1916, which provides
as follows:
Every corporation * * * shall pay annually a special excise tax
with respect to carrying on or doing business by such corporation * * *.
The act, by its terms, provides for “a special excise tax” on corporations
which had been doing business during the previous year of $0.50 per $1,000
on the value of the capital stock, this value to include surplus and un
divided profits, the tax to be computed on the basis of the fair average
value of the capital stock for the preceding year.
It is further provided in the said act as follows:
Sec. 409. That all administrative or special provisions of law, including
the law relating to the assessment of taxes, so far as applicable, are hereby
extended to and made a part of this title, and every person, firm, company,
corporation, or association liable to any tax imposed by this title shall keep
such records and render, under oath, such statements and returns as shall
comply with such regulations as the commissioner of internal revenue, with
the approval of the secretary of the treasury, may from time to time
prescribe.
The amount of such annual tax shall in all cases be computed on the
basis of the fair average value of the capital stock for the preceding year:
* * * and, provided, further, that this tax shall not be imposed upon
any corporation * * * not engaged in business during the preceding
taxable year.
Any person who carries on any business or occupation for which special
taxes are imposed by this title, without having paid the special tax thereon
provided, shall, besides being liable to the payment of such special tax,
be deemed guilty of a misdemeaner * * *—
and goes on to provide a penalty.
Thus it appears that all administrative or special provisions, including
the law relating to the assessment of taxes, are made applicable to its en
forcement. The act of October 1, 1890, 26 Stat., 624, which deals with
the collection of special taxes, provides for the payment of these taxes
in advance.
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On October 19, 1916, the commissioner of internal revenue, with the
approval of the secretary of the treasury, as authorized by law, promul
gated regulations which adopted, as a basis of payment, the provisions of
the said act of October 1, 1890, requiring payment in advance. These
regulations contained the following:
1. Time of filing returns.—The capital-stock tax, which becomes effective
January 1, 1917, will be payable in January, 1917, on returns to be made
during that month for the six months ending June 30, 1917. In July,
1917, and annually thereafter, returns must again be made and the tax
paid for the ensuing fiscal year.
On January 30, 1917, the plaintiff made a return for the six months
ending June 30, 1917, showing that it was liable for the payment of
$2,977.75, and attached thereto a written protest against making the
return. The plaintiff paid the sum above shown by its return to the
collector of internal revenue, the tax being upon the basis of this return,
without protest. On the 25th of July, 1917, the plaintiff made another
return in the sum of $5,458.50, to which was attached a protest, and on
the 13th day of September, 1917, paid this sum to the collector of internal
revenue, attaching a protest against payment.
On October 28, 1917, the plaintiff filed with the treasury department
an application for the refund of the aforesaid sums of money, which
application was, on June 14, 1918, rejected and denied by the collector
of internal revenue. The moneys have never been refunded. This suit
was filed February 26, 1919, for the recovery of these two sums so paid.
From the above quotations from the act it will be seen that the tax is
spoken of in the act as “a special excise tax with respect to carrying on
or doing business,” so that there can be no question that congress intended
it to be what it called it, namely, “a special excise tax.” The capital
stock of the plaintiff corporation was a proper subject for taxation by the
government, and within its constitutional powers of taxation, and the
tax was due after the passage of the act and the promulgation of the
said regulations by the treasury department. The presumption will be in
favor of the legality of the act and that congress performed its duties,
with the burden upon the plaintiff to show that the taxes it seeks to recover
were not due—Arthur v. Unkart (96 U. S., 118) ; Union Trust Co. of
Indianapolis v. United States (55 Ct. Cls.), and this the petitioner has
failed to do.
The contention is that the tax was illegal because it was assessed and
collected in advance under the regulations of the treasury department.
The matter might be disposed of without further comment on the familiar
principle that a suit can not be maintained to recover taxes once paid,
and which were, in fact, due, because the manner of collecting the tax
was not authorized.—Schafer v. Craft (144 Fed., 407); Anderson v.
Farmers’ Loan & Trust Co. (241 Fed., 322-329).
However, without regard to the question of advance payment, if these
taxes were due, when collected, and had not been paid in advance, they
would have been due and payable, the first installment on July 1, 1917, and
the last installment on July 1, 1918; so that, at the time this suit was
brought, on February 26, 1919, these taxes would have been due and
payable over seven months, and consequently, the money for their pay
ment was properly in the hands of the treasury department. If these
taxes being due had not been paid, they would still be due and payable.
Thus, this seems to be an effort to compel the treasury to take the money
out of one hand and pass it into the other, without any benefit accruing
to the petitioner.
It may be well to point out that, as appears from the foregoing quota
tions from it, the act itself contemplated the payment of this tax as a
tax upon the right to the “carrying on or doing business,” computed on
the basis of the “fair average value of the capital stock for the preceding
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year”—that is, a corporation must pay a tax on its capital stock for the
preceding year in order to do business for the coming year.
In the light of the foregoing, it is clear that the interpretation of the
act by the commissioner of internal revenue, with the approval of the
secretary of the treasury, providing for payments in advance, was right
If another interpretation might have been put upon the act, it would have
to be shown that the interpretation was clearly erroneous.—Moore’s case
(95 U. S., 760) ; Tanner v. United States (25 Ct. Cls., 68). This does
not appear.
The petition is dismissed, and it is so ordered.
Hay, judge; Downey, judge; Booth, judge; and Campbell, chief
justice, concur.

Pennsylvania Institute of Certified Public Accountants
At the annual meeting of the Pennsylvania Institute of Certified
Public Accountants the following officers and directors were elected:
President, Horace P. Griffith; vice-president, D. Vincent Johnson;
secretary, Robert J. Bennett; treasurer, Charles S. Rockey. The fol
lowing directors were elected for a term of two years: William J.
Wilson, George Wilkinson, Joseph M. Pugh. The following directors
were elected a year ago and their terms expire in 1922: James J.
Burns, John R. Lynn.
New York State Society of Certified Public Accountants
At the annual meeting of the New York State Society of Certified
Public Accountants held May 9, 1921, the following officers were
elected for the ensuing year: Howard B. Cook, president; Robert
H. Montgomery, first vice-president; Willis S. Whittlesey, second vicepresident; James F. Farrell, secretary; James F. Hughes, treasurer.

Gray, Scheiber & Co. announce the removal of their offices to
Guaranty Trust building, Fifth avenue and 44th street, New York.

Ernst & Ernst announce the removal of their Fort Worth office to
Farmers and Mechanics’ National Bank building.

Oscar Moss announces the opening of an office at 227 H. W. Hell
man building, Los Angeles, California.

J. C. Baker & Co. announce the removal of their offices to 5 North
La Salle street, Chicago.
Gustave A. Wuerfel announces the removal of his offices to 220
Broadway, New York.
F. A. Morrison & Co. announce the removal of their offices to 76
William street, New York.

Nathaniel Pomerance announces the removal of his office to 320
Broadway, New York.
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Foreign Exchange
As one of the results of the world war, the foreign trade of the United
States has been greatly stimulated, while the foreign exchange situation
has been greatly disturbed. When exchange is restored to something like
a normal condition and when European countries adjust their domestic
and international affairs so that they can come again into the markets of
the world on something like a pre-war basis, American foreign trade will
unquestionably be greatly in excess of what it was before the war. It will
then be necessary for all those who are engaged in producing anything
which is in demand in foreign countries to understand the methods em
ployed to settle accounts with their customers in those countries. This
knowledge is equally essential to those who import foreign goods or who
own enterprises conducting branches in foreign countries. Accountants
will have to understand the principles involved in the accounting for foreign
commerce and the conversion of foreign balances.
If all countries used the same form of coinage, were all on a gold basis
and if all kept their circulating medium at par with gold, the problems con
nected with international finance would be comparatively simple and would
not differ much from those connected with domestic exchange.
Domestic exchange forms the medium for the settlement of accounts
within the boundaries of a single country or of a section of that country.
For this purpose, each of the large cities of the United States acts as a
clearing house for the territory tributary to it, and New York is used as
the clearing house for the whole nation.
If a cotton factor in Arkansas sells a lot of cotton in St. Louis, he could
require the purchaser to send him the proceeds in actual currency by
express. Not only would this be expensive; it would also be useless, be
cause the factor has paid for the cotton by a cheque on his local bank
and does not need the cash. When he shipped the cotton he probably drew
on the purchaser with bill of lading attached, and sold the draft to his
local bank as St. Louis exchange. If this were all, the local bank would
have a credit with the St. Louis bank to which it sent the cotton draft,
and this credit would be useless to it, unless it requested the St. Louis bank
to ship currency, which is open to the same objection as in the case of
the factor.
But this is not all. Several merchants in that section are obliged to
pay for goods which they have purchased in St. Louis. They could go to
the trouble and expense of sending money by express, but it is easier and
cheaper to go to the local bank and buy drafts on St. Louis payable to their
creditors in that city. In this way the proceeds of the cotton factor’s draft
are made to pay the bills of the local merchants. The bank acts as the
intermediary in this exchange of credits, perhaps charging a small com
mission which is called exchange. This creates confusion in some minds,
since the drafts and the bank’s charges are each called by one name:
exchange.
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An element enters into the transactions of this character which is known
as “the balance of trade.” When shipments to St. Louis are steadily larger
in value than the remittances of local merchants to their St. Louis creditors,
the local bank’s balance in St. Louis becomes too large and the balance
of trade is against St. Louis. The local bank may be obliged to protect
itself against the accumulation of a large balance in St. Louis of which
it is unable to dispose, and as a means of protection it may charge the
factor a commission, or exchange, on his draft on St. Louis. It is then
said that St. Louis exchange is at a discount.
On the other hand when shipments to St. Louis are largely reduced,
while the local merchants are still buying drafts, the balance of trade
is in favor of St. Louis, and the local bank may be obliged to ship currency
to St. Louis to keep its credit good or deposit in St. Louis cheques and
drafts on other cities. It now protects itself by charging exchange on the
drafts it sells, and St. Louis exchange is said to be at a premium. Of
course, the extreme rates of discount and premium are governed by the
cost of shipping currency.
As St. Louis and other large cities act as the settling agents for their
respective sections, so New York has acted in the same capacity for the
whole country. The larger territory covered allows more extensive trans
fers of credit than is possible in a single restricted section, because when
the balance of trade is against one part of the country it is virtually sure
to be against New York in another part. St. Louis may have too large
a balance in New York when Chicago’s balance is too small. St. Louis can
then sell Chicago exchange on New York. If any settlement is then nec
essary between Chicago and St. Louis it can be made by a shipment of
currency for the short distance between these two cities. Otherwise Chicago
would have to ship currency to New York and New York would have to
send an equivalent amount of currency to St. Louis. The short and inex
pensive transfer along the base of the triangle saves both time and expense
as compared with the transfer over the two long sides.
The movements of foreign exchange are governed by the same prin
ciples as are those of domestic exchange. The proceeds of the exports
made by the United States to Europe are used to pay for imports from
Europe and for the expenditures in normal times of the large number of
American tourists abroad. When this country ships more than it receives
in goods or spends abroad, the balance of trade is in our favor. This bal
ance must be settled in gold. As it is very expensive to ship gold and as
foreign banks do not wish to deplete their stock of the precious metal
beyond a certain point, the expedient of raising the rate of interest allowed
to American banks on their deposits is often adopted. If there is a prospect
of a reversal of the balance of trade later, the American banks can afford
to carry heavy balances in Europe, because they not only receive a good
interest on their money but also make a profit by buying drafts on Europe
at a low rate when they are plentiful and selling their own drafts at a
high rate when European drafts are scarce.
When the balance of trade is against this country, the reverse action
takes place and we have to ship gold to establish the equilibrium. But since
it often happens that the balance of trade may be against us in one

452

Students’ Department
country and in our favor in another, settlement may be made by a transfer
of funds from the debtor to the creditor country.
London has been the clearing house for the world because the British
banking system has branches in all commercial countries. In many places
the only way to make a payment in any other country is by means of a
draft on London. Until Germany committed financial as well as military
suicide, she was attempting to make Berlin a secondary clearing house at
least, by the establishment of German banks in important commercial cities
throughout the world.
Until the passage of the federal reserve bank law, no banks in the
United States could have a branch in a foreign country. Hence this
country was almost entirely dependent upon British banks in its commerce
with countries with which it did not have direct connection. This worked
against the American merchant in more ways than one. The British
branch bank in Buenos Aires, for instance, would always discriminate in
favor of British merchants in the extent of its accommodations, if not in
the rate of exchange, and the American merchant would receive his pay
in a draft on London, which he would have to sell. He would thus pay
exchange twice—once when his agent bought the draft in Buenos Aires,
and again when he sold it in New York. In addition, he never knew how
much he was to receive as his final proceeds until he received and sold the
draft on London.
Banks in the United States are now authorized to establish branches in
foreign countries and they have already done so in some of the principal
cities of South America. Transactions between Argentina and the United
States can now be settled in terms of dollars directly with New York
instead of in sterling through London.
If all the commercial nations of the world were using gold as the
standard of value instead of silver or an inflated paper currency, the
problems of foreign exchange would be only those arising from the varying
balance of trade and the cost of shipping gold from one country to another.
When one country is on a gold and another on a silver basis, another com
plication is added: the variations in the relative values of the two standards.
These variations depend on the price of silver bullion in the world market.
If a silver country owes a gold country $1,000 in the currency of the
silver country, it must buy a draft on the gold country payable in gold of
the value equivalent to 1,000 silver dollars. In addition to the other varia
tions, there is also a question as to the equivalent values of gold and silver.
If the price of silver bullion is such as to make a silver dollar equal to
fifty cents in gold, a draft for $500 gold will pay the debt of $1,000 silver.
If silver has risen so that a silver dollar is worth sixty cents in gold,
the draft must be for $600. It makes no difference to the man in the
silver country, for he pays $1,000 in his own currency in either case, but
the man in the gold country makes or loses with the rise or fall in the
price of silver.
On the other hand, if the debt is for $1,000 in gold, the man in the
silver country must pay $2,000 in silver currency for it when the silver
dollar is worth fifty cents, but only $1,666.67 when his dollar is worth
sixty cents. In this case the man in the gold country is not affected, for
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he receives $1,000 in gold in either event, but the man in the silver country
saves money when silver rises and loses it when it falls.
If a concern whose main office is in a gold country invests in a branch
in a silver country, such as a coffee plantation, the accounts in the home
office will be in gold values and those at the plantation will be in silver.
When a statement of the operations and condition of the whole concern is
made by the home office, the values must be in gold. The process by
which the one value is changed into the other is called the conversion
of values.
There are no complications when a merchant in America sells goods
to a merchant in a silver country such as China, at once draws a draft
for the agreed price, attaches the bill of lading for the goods and sells
the draft at once to an American bank. The American merchant treats the
proceeds of the draft as the selling price of the goods and entirely ignores
the fact that the draft was drawn in a foreign currency. In the same
way if he imports goods from China the cost of the goods is the amount
of the draft drawn on him. The same would be true in the case of goods
shipped to or received from a gold country. The only complication would
arise in case we were obliged to quote a price in the currency of the foreign
country some time before he would be able to make the shipment. If
exchange took a sharp turn against him, his profit would be reduced, while
on the other hand a favorable turn would increase his profit.
The par of exchange is the value of one currency expressed in terms
of another currency, based on the bullion value of each. Thus the par
of the British pound sterling is $4.8665, which means that one pound
sterling is the equivalent in weight and fineness of $4.8665. However, ex
change is not quoted at a premium above or a discount below par. Ex
change on London, Denmark, Holland, Norway, Sweden and Spain is
usually quoted at the value of the foreign standard coin in the United
States money. Exchange on France, Belgium, Italy and Switzerland is
usually quoted at the value of a dollar in the foreign coinage. Thus, if it
is desired to remit $1,000 to London when exchange is 4.89%, it is necessary
to find how many pounds sterling at 4.89½ will be equal to $1,000, which
is done by dividing 1,000 by 4.895, obtaining the quotient 204.29, or £204.29.
To reduce the decimal .29, multiply by 20, the number of shillings in the
pound. This gives 5.8 shillings. To reduce the decimal .8, multiply by 12,
the number of pence in a shilling. This gives 9.6 pence, the nearest coin
value of which is 9½ pence. The value of $1,000 in sterling at 4.89½
is £204 5s. 9%d.
The reverse process will reduce sterling to dollars. If it is desired to
know how many dollars are needed to buy £204. 5s. 9%d. at 4.89%, reduce
the shillings and pence to decimals of a pound.
9% ÷ 12 (number of pence in a shilling) = .8 shilling.
5.8
20 (number of shillings in a pound) = .29 pound.
Replacing 5s. 9%d. by the equivalent decimal of a pound,
£204.29 X 4.895 = $999.9995, or $1,000.
Converting values when the basis is the number of foreign coins to
the dollar requires an exactly opposite procedure. The process is not as
complicated as in the case of sterling because all the countries involved
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use the decimal system in their coinage. The par value of the franc or
lira (Italian) is 19.3 cents, or 5.1813 francs or lire to the dollar.
If it is required to find the cost of a draft on Antwerp for 1,000
francs when exchange is quoted at 5.19%, it is evident that if 5.19¾ fr.
are worth $1, 1,000 fr. will be worth as many dollars as 5.19% is con
tained in 1,000. Therefore 1,000 ÷ 5.1975 = 192.40, the required cost
in dollars.
To find how many francs a given amount in dollars will purchase at a
given rate of exchange, multiply the amount in dollars by the value in
francs of one dollar. Thus, to find how large a draft in Paris can be
bought for $192.40 when exchange is at 5.19¾, multiply 192.40 by 5.1975.
The process of computing the cost of exchange between two places
by means of one or more intermediate exchanges is called the arbitrage
of exchange. The object of using an intermediate exchange is to take
advantage of variations in rates between different places. It is adopted
when the rate of direct exchange is unfavorable.
To illustrate, a New York concern wishes to transfer $10,000 to its
agent in Paris. The New York rate for francs is 5.25¼. Sterling may be
bought in New York for 4.84½, and the rate between London and Paris
is 25.73 francs to the pound sterling. Is it better to remit direct to Paris
or to remit sterling to the agent in London with instructions for him to
remit to the Paris agent?
If the $10,000 is used to buy a direct draft on Paris at 5.25¼, it will
realize 52,525 francs. With sterling at 4.84%, $10,000 will buy £2,063.98
(10,000 ÷ 4.845). It is not necessary to reduce the decimal to shillings
and pence. Multiplying 2,063.98 by 25.73, the number of francs in a pound,
gives 53,162.05, the number of francs obtained. The Paris agent will
therefore receive 637.05 francs more if the money is sent through London
than if it is sent direct.
Unless there is some way to guarantee the rate between London and
Paris this comparison can be made only on cable transfers. When the
margin is not very large a slight change in the London-Paris rate might
change a profit into a loss, during the time it would take to send a draft
to London by mail.
Banks or brokers dealing in foreign exchange keep their accounts in
one of two ways. The first, which is the usual method in the United
States, resembles a single merchandise account with a running inventory,
to which purchases are debited and sales credited both in quantities and
values. At the closing date the balance in foreign currency is inventoried
at the current rate, giving consideration to the various portions of the
balance which are subject to cable transfers, to cheques and to time drafts.
The United States money column is then balanced by an offsetting debit
or credit to exchange, according to whether a loss or profit has been made.
An example will make this clearer. A dealer in sterling exchange had
these entries during a certain month:
Bought at 4.858
Bought at 4.86
Interest allowed
Profit, cr. exch.

£1,000 0 0 $4,858.00
500 0 0 2,430.00
210 0
22.53

1,502 10 0

Sold at 4.875
Sold at 4.90
Sold at 4.8675
Balance

7,310.53
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0
0
0
0

$487.50
49.00
2,920.50
3,853.53

1,502 10 0

7,310.53

£100 0
10 0
600 0
792 10
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The drafts bought and sold are recorded in both currencies, the interest
allowed is charged in sterling only, as it is only the sterling balance that
is affected. If the English bank had charged any commissions, interest or
other expenses, the account would have contained a credit for them in
sterling only. When the sterling balance is struck it is inserted in both
currencies at the current rate for the day. The sterling columns will now
balance. The amount necessary to balance the dollars is entered in the
dollar column only, the offsetting entry being a debit or credit to exchange.
It is to be noted that part of the above profit is due to the interest
allowed by the English bank. This might be credited to interest and
charged in the dollar column at 4.86% (the current rate used for conversion
of the balance of the account) or $12.16, reducing the credit to exchange
at $10.37. Another complication arises when the drafts bought and sold
are drawn at some time after sight, since interest to maturity will have
to be taken into consideration in fixing the value of the balance.
The second method of carrying a foreign-exchange account reduces all
values to the par of exchange, the difference between par and the actual
price being treated as a debit or credit to exchange. This necessitates
a debit and a credit column in the purchase register and in the sales
register and also a par column in each. The purchase register would show:
Dr.
Cr.
Name
Draft
Price
Par
exchange exchange
-------£1,000 0 0
$4,858.00
$4,866.50
8.50
-------500 0 0
2,430.00
2,433.25
3.25
The sales register would show:
-------£ 100 0 0
$ 487.50
$ 486.65
.85
-------10 0 0
49.00
48.66
.34
-------600 0 0
2,920.50
2,919.90
.60
The ledger account would contain the purchases and sales at par, and
the balance would be brought down at par, the interest having been entered
in the dollar column also at $12.16 and credited at that amount. This would
indicate the following profit:
On purchases.............................................................. 11.75
On sales......................................................................
1.79
For interest ................................................................ 12.16
Total ..................................................................... 25.70
Less apparent loss on balance of £792 10 0
Value at par ......................................... 3,856.70
“ “ market .................................. 3,853.53 3.17

Net profit (as before) ..............................................

22.53

When inhabitants of a gold-standard country invest money in branches
in a country whose coinage is on a silver or paper money basis, the varia
tions in the rate of exchange are apt to be very wide from time to time.
The owners of the property must keep their accounts in gold values, while
the foreign managers are obliged to keep theirs in the currency of the
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country in which operations are conducted. If the enterprise is in a
silver country and the home office is in the United States, the manager
at the property must make his periodical reports in his local silver currency.
When these reach the home office they must be converted into gold values
at the rate that will express as nearly as possible the true condition of
affairs. In order to ascertain the correct procedure it is necessary to
analyze the conditions.
When the enterprise is started, the first steps will be the purchase of
land, the construction of buildings and the purchase and installation of
machinery. The purchase of the land and the erection of buildings will
probably be paid for in silver currency. The money sent from the United
States will be charged to land and buildings by the home office at the
gold value of the drafts sent. The local manager will credit the home
office with the silver value he receives and will charge land and buildings
on the silver basis when he pays out the money. Machinery may be sent
from this country. The cost including the freight would be charged to
machinery by the home office at the gold value of the money expended.
If the local manager put it on his books he would charge machinery and
credit home office at the current rate of exchange. The money sent for
the labor and other expense of installation would be charged by the home
office in gold and by the manager in silver at the rates actually paid.
When construction is finished, the total cost of the fixed assets is recorded
in one place in gold and in the other in silver. These relative values are
never changed, except as new fixed assets are added at the rate of exchange
then current. In consolidating the home office and branch balance-sheets,
the fixed assets at the branch would be taken up at the dollar values shown
on the home-office books. Hence it is not necessary that the branch con
tinue to carry the fixed assets at their cost in the local silver currency, and
the fixed-asset accounts may be closed by a charge to the home-office
account. If it is desired to continue to carry the fixed assets on the
branch books as well as on the home-office books, it would be desirable to
divide the home-office account on the branch books by setting up a home
office account for fixed assets and a home-office current account.
When the enterprise reaches the operating stage, the home office will
be obliged to send money with which to carry on the business. This should
be charged to a current account with the foreign branch, and not to the
previous construction or capital account. The home office should keep
this current account in both currencies, in silver in an inside set of debit
and credit columns and in gold in the regular account columns. The silver
debits will be the amount of the draft remitted by the home office, if that
draft is drawn direct on the silver country, or the proceeds of a gold draft
when the latter is sold by the manager of the plant.
Periodically the manager of the plant should render a report in which
he should credit the home office with the silver value of the money received
from it and should charge the home office with all his expenditures in
silver, properly classified for statistical purposes. The home office should
credit the current account in the inside column at the silver value actually
expended and at the gold value of the remittances made, beginning with
the first remittance at the rate shown on the debit side and then taking
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up in turn the subsequent remittances. In this way the actual amount
paid both in silver and in gold will be reflected in the accounts.
If the home office buys for gold and ships to the plant any raw mate
rials or supplies that are not immediately used, it should charge and the
plant should credit the silver value at the rate of exchange at the time
of shipment. As the articles are used, it would seem the proper procedure
to charge them to operating costs at the same rate. However, Sir A. Lowes
Dickinson says, “The most satisfactory method of dealing with this con
dition is to keep the accounts of materials, stores and supplies originating
in the United States in United States currency until they are used, and
then to charge them out to the accounts concerned—whether construction
or operating—at the rate of exchange current on the date of issue for
consumption; in other words, these materials, etc., while in fact in China,
are deemed to be in the United States until issued for consumption, and
are only then passed through the current accounts between the two offices.”
This is open to the objection that the accounts at the plant will not
reflect the true conditions, as the plant may be in possession of a large
amount of materials, etc., which will not appear on its books until used, and
to the further objection that, if the materials are issued very frequently,
the rate at which they must be charged to operations by the branch man
ager will be subject to constant variation with regard to actual cost, and
that no silver value can be expressed on the home-office books until the
report of the dates and quantities of the different issues is received in the
United States.
When any finished products are shipped from the plant to the home
office, they should be charged at cost in silver. The home office should
credit them at the same figure in the silver column and at the current rate
of exchange in the gold column.
At the close of the fiscal period, when the books are closed, no change
is made in the debit balances of the fixed-asset accounts because of the
established principle that fixed assets should be valued at cost, regardless
of market fluctuations. In regard to the floating assets and liabilities, the
custom is to convert the values at the rate of exchange current on the
day of closing. There is considerable variation in the procedure for the
valuation of nominal account balances—sometimes they are converted at
an average rate for the period, and sometimes at the current rate at the
end of the period. While the average-rate method is usually advocated on
the ground that the earnings and expenses accrued during the period, this
method is subject to the objection that a simple average of the rates of
all days during the period fails to take into consideration the fact that
transactions varied in volume from day to day. As the operations resulted
in an increase or decrease of the net current assets at the branch and
since these current assets and current liabilities are converted at the rate
current at the end of the period, it would seem consistent to convert the
current-account balances at the same rate.
The following example will illustrate the procedure of closing branch
and home-office books and consolidating the revenue statements and bal
ance-sheets.
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Problem
The trial balance of the London branch of the Eastern and Western
Manufacturing Co. at December 31, 1919, follows:
Home-office current account ...........................................
£ 54,000
Remittance account............................................................£ 60,000
Cash ..................................................................................
7,000
Accounts receivable .........................................................
3,000
Merchandise inventory, Jan.1, 1919 .................................
4,000
Merchandise from homeoffice .........................................
50,000
Expenses ...........................................................................
5,000
Sales ..............................................
75,000
Accounts payable ............................................................
1,000
Furniture and fixtures.....................................................
1,000

£130,000

£130,000

Inventory, December 31, 1919, £5,000.
The rate of exchange current at the date of purchasing the furniture
and fixtures was 4.83.
The current rate at January 1, 1919, was 4.64.
The average rate for the year was 4.65.
The current rate at December 31, 1919, was 4.665.
The trial balance at the same date drawn from the books of the
home office was:
Capital stock .........................................................
$ 75,000.00
Factory land ........................................................... $ 10,000.00
Factory building ....................................................
40,000.00
Raw material .........................................................
30,000.00
Purchases—raw material ...................................... 450,000.00
Goods in process, January 1,1919 .........................
15,000.00
Finished goods, January 1, 1919 .........................
8,000.00
Productive labor .................................................... 350,000.00
Manufacturing expense .......................................
180,000.00
Selling expense ......................................................
20,000.00
General expense ....................................................
9,000.00
Accounts receivable ..............................................
12,265.00
Cash .......................................................................
31,000.00
Accounts payable ..................................................
18,000.00
Reserve for depreciation—factory building.........
2,000.00
London branch current account ........................... 249,750.00
Reserve for depreciation—London furniture and
fixtures .........................................................
500.00
Shipments to London
branch ..........................
232,500.00
Sales .......................................................................
780,000.00
Remittances from London branch .......................
279,000.00
Reserve for exchange fluctuations ......................
2,515.00
Surplus ...................................................................
15,500.00
$1,405,015.00 $1,405,015.00
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Home-office inventories, December 31, 1919:
Raw materials ...................................... $35,000.00
Goods in process.................................. 13,000.00
Finished goods .................................... 16,000.00

Prepare:
(a) Closing entries on the branch books.
(b) Balance-sheet of branch after closing.
(c) Statement converting branch trial balance and December 31, 1919,
inventory to the dollar values at which the various items should appear
in the closing entries which will be made to take up the branch profit on
the home-office books and in the branch balance-sheet consolidated with
the home-office balance-sheet.
(d) Branch profit-and-loss statement for the year, from facts shown on
the branch books, shown in pounds sterling and in dollars.
(e) Journal entries on the home-office books taking up the branch
profit shown in the statement required in (d).
(f) Journal entries closing the home-office books, allowing $1,000.00 de
preciation on the factory buildings and $500.00 depreciation on the furniture
and fixtures of the branch.
(g) Statement of the London branch current account on the home
office books.
(h) Branch balance-sheet in pounds sterling and dollars, showing dol
lar balance of home-office current account in agreement with branch current
account balance in (g).
(i) Working papers consolidating the branch and home-office balancesheets.
(j) When the average rate is not known or is not to be used for nom
inal account conversions, the various conversions are made as follows:
Fixed assets at the rate current at the time of purchase.
Current assets and liabilities at current rate.
Opening inventory at rate at beginning of period.
Shipments from home office at balance of shipments account on home
office books.
Nominal accounts at current rate.
Prepare the following assuming that the average rate is not known:
Journal entry on home-office books taking up net profit shown by
branch books.
Journal entry adjusting the branch current account and reserve
for exchange.
(k) Assume that the home office does not keep a reserve for exchange,
but absorbs the adjustment in the branch profit and loss account—show
how the last entry under (j) would be made in that case, and draw up
the branch profit and loss account as it would appear on the home
office books.
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Solution
(a) Closing entries on branch books.
Sales ...................................................................................... £75,000
Merchandise inventory, Dec. 31, 1919 ................................
5,000
Profit and loss ................................................................
£80,000
To set up inventory and close sales account
Profit and loss ..................................................................... 59,000
Merchandise inventory, Jan. 1, 1919.............................
4,000
Merchandise from home office .....................................
50,000
Expenses ....................................................................................
5,000
To close merchandise cost and expense accounts

Profit and loss .....................................................................
Home-office current account ................................ .....
To close out net profit

21,000

Home-office current account .............................................
Remittance account .....................................................
To close remittance account

60,000

21,000

60,000

Eastern & Western Manufacturing Co., London Branch
Balance-Sheet—December 31, 1919
Assets
Liabilities
Cash .................................. £ 7,000 Accounts payable ...............£ 1,000
Accounts receivable .........
3,000 Home-office current ........ 15,000
Merchandise inventory .. . 5,000
Furniture and fixtures ...
1,000

(b)

£16,000

£16,000

Statement of Conversion of Branch Trial Balance
Rate
$
£
£
$
54,000 Not converted—contra acct. on
Home-office current
home-office books
Not converted—contra acct. on
Remittance account. 60,000
home-office books
4.665 32,655.00
7,000
Cash ......................
4.665
13,995.00
Accounts receivable.
3,000
4.64
18,560.00
Merc’dise inv. Jan. 1
4,000
h. 0. contra 232,500.00
Merc’dise from h. 0. 50,000
4.65
23,250.00
5,000
Expenses ..............
348,750.00
75,000
4.65
Sales .....................
4,665.00
1,000
4.665
Accounts payable . .
4.83
4,830.00
Furniture and fixtures 1,000
(c)

130,000

130,000

Inventory, December 31, 1919, £5,000 @ 4.665 = $23,325.00
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Eastern & Western Manufacturing Co., London Branch
Profit and Loss Statement—Year Ending December 31, 1919
Pounds sterling
Dollars
Sales ..............................................
75,000
348,750.00
Deduct cost of goods sold:
Inventory..................................
4,000
18,560.00
Merchandise from home office. 50,000
232,500.00

(d)

Total ..................................
Less inventory Dec. 31 ...........

54,000
5,000 49,000

251,060.00
23,325.00 227,735.00

Gross profit on sales ....................
Deduct expenses ...........................

26,000
5,000

121,015.00
23,250.00

Net profit (subject to depreciation)

21,000

97,765.00

(e) Journal entries on home-office books taking up branch net profit.
London branch current account......................................... 97,765.00
London branch profit-and-loss-account ............................ 274,310.00
London branch profit-and-loss account .......................
372,075
To credit branch profit and loss with:
£75,000 @4.65
348,750
Sales
5,000 @ 4.665
23,325
Inventory Dec. 31

372,075

Total credits

To debit branch profit and loss with:
£ 4,000 @4.64
18,560
Inventory Jan. 1
50,000 @ h. 0. bal. 232,500
Mdse. from h. 0.
5,000 @ 4.65
23,250
Expenses

274,310

Total debits

To charge current account with profit

97,765

(f) Journal entries closing home-office books.
London branch profit and loss account.........................
Reserve for dep’n, London furniture and fixtures
To provide one year’s depreciation

500.00
500.00

Shipments to London branch .................................... 232,500.00
232,500.00
Manufacturing account .......................................
To close shipments account
Raw material inventory .............................................. 35,000.00
Purchases—raw material ...................................
To set up December 31 inventory
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Purchases ....................................................................... 30,000.00
Raw material inventory, Jan. 1 .........................
To close Jan. 1 inventory

30,000.00

Manufacturing account ................................................. 991,000.00
Goods in process, Jan. 1 .....................................
15,000.00
Purchases—raw material ....................................
445,000.Q0
Productive labor ..................................................
350,000.00
Manufacturing expense .....................................
180,000.00
Reserve for depreciation, factory building .......
1,000.00
To set up costs of manufacture
Goods-in-process inventory ........................................... 13,000.00
Manufacturing account .....................................
To set up inventory, Dec. 31

13,000.00

Selling account .............................................................. ,773,500.00
Manufacturing account .....................................
745,500.00
Finished goods, Jan. 1 .......................................
8,000.00
Selling expense ....................................................
20,000.00
To charge selling with finished goods and expenses
Finished goods inventory .............................................. 16,000.00
Sales ................................................................................. 780,000.00
Selling account ....................................................
796,000.00
To put present inventory on books, crediting selling
account therewith, and closing sales to selling account

Selling account .............................................................. 22,500.00
Profit and loss .....................................................
To close net profit on sales to profit and loss
Profit and loss ..............................................................
General expense...................................................
To close general expense account

22,500.00

9,000.00

9,000.00

Profit and loss .............................................................. 13,500.00
London branch profit and loss ..................................... 97,265.00
110,765.00
Surplus .............................................................
To close home office and branch profits to surplus

London branch current account ..................................
Reserve for exchange fluctuations ....................
Entry to raise current account balance representing
net assets at branch to net conversion values.

1,625.00

1,625.00

Remittances from London branch .............................. 279,000.00
279,000.00
London branch—current account .....................
To close remittance account to current account
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Statement of London Branch Current Account
January 1, 1919, to December 31, 1919
Balance, January 1, 1919 ................................................................ 249,750.00
Add branch profit for the year as shown by branch books, but
before providing depreciation on furniture and fixtures.... 97,765.00

(g)

Total ....................................................................................... 347,515.00
Deduct remittances ................................................................... •.. 279,000.00

Balance before exchange adjustment ............................................. 68,515.00
Add charge to current account and credit to reserve to reconcile
current account with branch balance-sheet at conversion values 1,625.00
Balance, December 31, 1919 .................

70,140.00

(h)

Eastern & Western Manufacturing Co., London Branch
Balance-Sheet—December 31, 1919
Assets
£
Rate
$
Cash ......................................... ............. 7,000
4.665
32,655.00
Accounts receivable ................ ............ 3,000
4.665
13,995.00
Merchandise inventory .......... ............ 5,000
4.665
23,325.00
4.83
4,830.00
Furniture and fixtures ........... ............. 1,000

74,805.00

16,000
Liabilities
Accounts payable .................. .............. 1,000
Home-office current account .............. 15,000

4.665
(To balance)

4,665.00
70,140.00

74,805.00

16,000

Eastern & Western Manufacturing Company
Consolidated Balance-Sheet Working Papers—December 31, 1919
Assets
Home office Branch Eliminations Consolid’d
..........
10,000
Factory land ................ ... 10,000
..........
40,000
Factory buildings ....... ... 40,000
..........
35,000
Raw materials ............ ... 35,000
..........
13,000
Goods in process ......... ... 13,000
..........
39,325
Finished goods ......... ... 16,000
23,325
..........
26,260
13,995
Accounts receivable .... ... 12,265
London branch current ... 70,140
70,140
........
Cash .............................. ... 31,000
32,655
..........
4,830
Furniture and fixtures .
4,830
(i)

74,805

227,405
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Liabilities
Capital stock ..................... 75,000
..........
Accounts payable .............. 18,000
4,665
Reserve, dep’n. bldgs........ 3,000
Reserve, dep’n. furniture
and fixtures
........ 1,000
Reserve for exchange ....... 4,140
Surplus ............................... 126,265
Home-office current ......................
70,140

..........
..........

74,805

227,405

75,000
22,665
3,000

70,140

1,000
4,140
126,265
........

70,140

232,070

(j) Journal entries on home-office books taking up branch net profit,
when nominal account balances are converted at current instead of aver
age rates:
London branch current account .................................. 98,815.00
London branch profit and loss account ........................ 274,385.00
London branch profit and loss account....................
373,200.00
To credit branch profit and loss with:
£75,000 @4.665
Sales
349,875
Inventory Dec. 31
5,000 @ 4.665
23,325
373,200

Total

To charge branch profit and loss with:
£ 4,000 @4.64
18,560
Inventory Jan. 1.
Mdse. from h. 0.
50,000 @ h. 0. bal. 232,500
23,325
5,000 @ 4.665
Expenses

Total

274,385

To charge branch current with profit

98,815

The current account on the home-office books would now stand:
Balance before closing (per trial balance) .................................. 249,750.00
Add profit ....................................................................................... 98,815.00
Total debits ..................................................................................... 348,565.00
Less remittances .............................................................................. 279,000.00
Balance ............................................................................................

69,565.00

London branch current account ....................................
575.00
Reserve for exchange fluctuations .........................
575.00
To raise current account balance to conversion value of net assets
at branch.
When a reserve for exchange is kept it is on the theory that the apparent
profit represented by the exchange adjustment may be apparent only and
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that it may be reduced or wiped out by future adjustments when the ex
change rates are not favorable. Hence instead of passing the credit through
profit and loss it is thrown into a reserve where it will be available to
absorb possible exchange losses in future. Assuming that no reserve is
kept, the adjustment would be made as follows:
(k) Closing entry for exchange adjustment if no reserve is kept.
London branch current account ....................................
575.00
London branch profit and loss account ..................
575.00
To adjust current account to conversion value of net assets at branch.

1919
Dec. 31.
31.
31.
31.

London Branch Profit and Loss Account
(On home-office books)
1919
Inventory, Jan. 1... 18,560 Dec. 31. Sales ....................... 349,875
Shipments from
31. Inventory, Dec. 31.. 23,325
home office .232,500
Expenses ................ 23,325
Profit per br. books 98,815

373,200

373,200

31. Depreciation, fur
niture and fixtures
500
31. Net profit to surplus 98,890

31. Profit, down ......... 98,815
31. Exchange ..............
575

99,390

99,390

F. W. Hilditch & Co. announce the removal of their offices to 17
east 42nd street, New York.

William G. Adkins announces the removal of his Chicago office to
37 south Wabash avenue.

Waldman, Schoolman & Co. announce the removal of their offices
to 511 Fifth avenue, New York.
Edward A. McAllister announces the opening of an office at 2
Rector street, New York.
William H. Willis announces the opening of an office at 1400 Broad
way, New York.
Max Meyer announces the removal of his office to 253 Broadway,
New York.
David B. Jacobs announces the removal of his office to 217 Broad
way, New York.
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EXCESS PROFITS TAX PROCEDURE, 1921, by Robert H. Mont
gomery. The Ronald Press Co., New York.
To the future historian the excess-profits-tax laws of 1917 and 1918
(the latter with some modifications extending to 1920) will prove an
interesting and perhaps amusing revelation of the congressional mind.
Ostensibly passed purely for revenue purposes, it was no secret that
congress not only sought to prevent capital from securing inordinate
war profits but also to restrict all profits regardless of their source.
It produced revenues beyond all expectations, but it utterly failed to
prevent huge war profits. The law of 1917 was so badly drawn that
it was incomprehensible and unworkable in spots, but it was successful
as a revenue producer because the treasury department had the cour
age to interpret its terms liberally, even in practical defiance of the law
itself, strictly construed. Applying the old-time freight-rate maxim
of the railroads, "all the traffic will bear”—a maxim anathema to
Washington statesmen since the ’80s—congress loudly proclaimed its
intention to tax all classes in accordance with their ability to pay.
But the corporation-baiters could not resist the opportunity to dis
criminate against corporation profits in the 1917 law, and in the 1918
law openly threw the entire burden of the excess-profits tax upon the
corporations. The result was that many small corporations were
unjustly burdened while individuals and firms with equal profits
escaped entirely. Finally, the 1918 law was not enacted until Feb
ruary, 1919, fourteen months after its effective date of January 1, 1918,
and only nineteen days before the returns for 1918 were due to be
filed. Considering these salient facts and adding the many confused
and obscure provisions of the laws, provisions which have needed
thousands of treasury decisions and departmental rulings to explain
them, the historian may well marvel at the level of congressional
intelligence thus indicated.
In spite of glaring inequities and injustices, the American business
man paid—and paid cheerfully. It was part of his bit to win the war.
Even since the armistice it is recognized by all intelligent men that
heavy taxation is inevitable, only it is expected that congress will as
soon as possible readjust the burdens so they will bear equitably upon
all. But what did and does exasperate the average taxpayer is the
obligation to prepare returns under laws which take the combined skill
of lawyers and expert accountants to interpret. It was bad enough
at the beginning, when each did the best he could, but it became
aggravating beyond endurance when there came a flood of treasury
letters demanding further details, followed by re-assessments galore.
Tales of the large increase in the working forces of the treasury made
necessary by the tremendous influx of complicated returns made the
taxpayer uneasy at the growing cost of administration. The last straw
seemed to have been added when thousands of business men and cor
porations received the treasury letter naively asking them to waive
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their statutory limitation rights under the 1917 law because, forsooth,
with all its increased force (from 3,000 to 38,000 during the war) it
had not been possible to complete the task of passing upon the returns
for 1917 alone! In many cases this letter was the first intimation to
the taxpayer that he might yet have to reopen matters which he sup
posed were settled long ago.
In all these dark clouds of confusion and doubt there was one
fairly bright spot on the horizon for professional accountants, public
and private: the series of books on federal income-tax and excessprofits-tax procedure by Colonel Montgomery. The colonel has a
record for personal war service, of which we as fellow-members of
the profession are proud, but undoubtedly if he were called upon to
answer the famous war-time poster query “What did YOU do during
the great war?” his proper reply would be “I saved thousands of
accountants, business-men and corporation officers from mental break
down and nervous prostration.” And that is no joke, either. Only
recently a newspaper item recorded the incarceration in an asylum
of a taxpayer insane from worry over the 1917 return.
Many a professional accountant, who can without boasting claim to
be fairly skilled in the science of accounting, cheerfully acknowledges
his indebtedness to Colonel Montgomery’s manuals of federal-tax
procedure. With the reasonable, though perhaps not certain, assur
ance that congress will soon repeal the fearful and wonderful excessprofits-tax measure, this review takes on the character of a valedictory.
Unless the courts of the treasury department make unexpectedly
radical and substantial changes in rulings and interpretations of the
1917 and 1918 laws, it is doubtful if a new edition of this volume will
be needed. Barring that and with the law repealed, this 1921 volume
will be a safe and standard guide for those who will be struggling for
the next five years over the excess-profits assessments for 1918 to 1920.
It goes without saying that this book, unlike the Federal-IncomeTax Procedure, to which it is really a supplement, appeals to a limited
class—the professional accountant, public and. private. It is hardly
necessary to describe it to that class which is already familiar with
and uses it. To the average business man with a superficial knowledge
of higher accounting it cannot be much more intelligible than the law
itself. He may be helped to understand the principles upon which the
procedure is based, but he will find it difficult to apply them to the
details of his own business. It is somewhat analogous to business law.
Every business man certainly should be familiar with the fundamental
principles of business law, but he consults a lawyer when he enters
litigation. Similarly in nine cases out of ten the business man who
reads with understanding Colonel Montgomery’s exposition of the
excess-profits-tax law turns to the professional accountant for aid when
he realizes the complexities and confusions with which he must
struggle.
The section on federal capital-stock (excise) tax has been trans
ferred to this volume from Income-Tax Procedure for 1921 to save
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space in the latter volume and presumably will be restored to it in
future editions. In some respects this section covers points fully as
obscure and difficult as in the excess-profits sections. It offers even
a larger field for the skilled accountant, in that all capital employed
must be considered, not merely that which the law defines as “invested
capital.” It is probably too much to hope that congress will take any
steps to simplify this law. Being purely an excise tax it is difficult
for the non-congressional mind to see why the basis upon which the
tax is levied should not be simply the par value of the capital stock
(amount paid in, in case of no par value) plus the surplus and bor
rowed capital according to the corporation’s annual reports to its
stockholders'. We should then have a stabilized basis for the assess
ment of the tax, and if the operation of the law should lead to more
conservatism in capitalization, so much the better. The gain would
be in reducing the amount of detailed work now required in making
up the three-fold return. Two-thirds of that work is obviously wasted
time and effort, as the government levies the tax on the highest value
of stock thus shown. But, after all, why an excise tax on corporations
at all? Why not add enough to the corporation income-tax rate to
produce the additional revenue raised by the excise tax?
The hearty thanks of the profession are due to Colonel Mont
gomery for his series of books on the excess-profits-tax procedure;
nevertheless the reviewer bids what he hopes is a lasting farewell to
them in this edition of 1921!
W. H. Lawton.
NEW YORK STATE INCOME-TAX PROCEDURE, 1921, by Robert
H. Montgomery. The Ronald Press Co., New York.
The description of procedure to be followed in the case of the individual
income-tax law of New York is along the same lines as the author’s
Federal Income-Tax Procedure. The New York law being based on the
federal it naturally follows that much of the procedure in this book is
taken verbatim from the federal volume, but there are enough differences
in the laws and regulations to require careful study on the part of the
practitioner who prepares both federal and state returns. One might think
the differences in the state law and procedure might perhaps be covered
in the federal volume in the form of notes or an appendix, but considering
that the federal procedure is in demand all over the country while the
New York is of interest to those only within a limited area, the wisdom of
a supplementary volume is apparent. Other states have and will have
similar income-tax laws, and we may confidently look to enterprising
members of the institute to compile similar procedures for their respective
states.
Part II of the New York Procedure is devoted to the franchise tax on
corporations doing business in the state, which is in effect a tax on their
incomes. Not all corporations are subject to this tax, there being six
classes which are taxed under specific sections of the law of 1909 and
two classes which are exempt, but practically the tax is levied on all
manufacturing and trading corporations, domestic and foreign, doing busi-
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ness in the state. What constitutes “doing business in the state” furnishes
material for a long discussion (chap. XXI) from which one turns with
a feeling of helpless despair over the fine-spun distinctions of the courts.
Otherwise the francise-tax law is rather a model of simplicity, the tax
being based primarily on the entire net income as shown in item 27, sched
ule A, of the federal return. There is provision for the further return
of any increases or reductions of this item made by the federal tax authori
ties. This relieves the state of much of the burden of auditing corporate
returns, and should save the tax-payer considerable trouble and annoyance.
Accountants will particularly commend the appendices giving graphic
illustrations of filling returns and making up statements reconciling state
with federal computations.
W. H. Lawton.

Edwin Harvey, Jr., and Lewis C. Fuller announce that owing to
the death of John R. Sparrow, the firm name of Sparrow, Harvey &
Co. has been changed to Harvey, Fuller & Co. The offices of the
firm remain at 38 Park Row, New York.
Riedell & Sulzer announce the removal of their office to 1819
Broadway, New York, and the opening of a branch office in the
Tradesmen’s National Bank building, Oklahoma City, Oklahoma.

Archie F. Reeve, Joel E. Sammet and Leonard Bickwit announce
the formation of a partnership under the firm name of Reeve, Sammet
& Bickwit, with offices at 5 Beekman street, New York.
Courter & Rhyne and William A. Shenton announce the consoli
dation of their practices under the firm name of Courter, Rhyne &
Shenton, with offices at 34 Pine street, New York.
Edmonds & Bouton, Inc., announce the removal of their New York
offices to 17-27 Cedar street, and the opening of an office at 1645
La Brea avenue, Los Angeles, California.
George K. Hyslop and Dougall McCallum announce the formation
of a partnership under the firm name of Hyslop & McCallum with
offices at 42 Broadway, New York.

The Bankers Audit Co., of Spokane, and G. M. Gaylord & Co., of
Tacoma, announce the consolidation of their practices under the name
of Gaylord Bros., Inc.
The American Audit Co. announces that Charles W. Perry has
been appointed resident manager of its branch office in Bellevue Court
building, Philadelphia.

Beesley-Reeves & Co. announce the removal of their offices to 317
McIntyre building, Salt Lake City, Utah.
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Depreciation and the Dollar
Editor, The Journal of Accountancy:
Sir: I am very much interested in the article by J. Hugh Jackson,
appearing in the February issue of the Journal. It presents in convincing
style the principal arguments which I have so often more vaguely urged
to our clients on the question of cost as a basis for computing depreciation
during the period of high price levels through which we have just been
passing.
But notwithstanding that for practical purposes the writer agrees with
Mr. Jackson on the question of cost as a basis for depreciation charges,
yet it has been my opinion that there has been a condition involved in this
question which is not receiving due consideration by those who are dis
cussing and writing on this phase of the topic of depreciation.
It may be said, without particular reference to the recent high price
levels, that there are two general causes, either or both of which may be
responsible for an increase in cost of replacing depreciable property over
its original cost; and these causes differ fundamentally as to their bearing
on depreciation charges. When depreciable assets are carried on the books
at cost the ledger account is, in a sense, an equation which may be inter
preted to read:
Cost value of asset = blank dollars.
We are accustomed to consider the dollar as a standard unit-of-value
measure and to assign to it the same meaning whenever and wherever it
may appear. In other words, we adopt it as a fixed yardstick by which
we measure all other property values. But is this concept of the dollar
safe when considering cost values for depreciation purposes and such cost
values are to be used throughout a period of years during which price
levels are changing? The real value of the dollar is its purchasing power,
which changes as prices rise and fall; and our equation above therefore
contains a variable for its right-hand term and is therefore without mean
ing until the term “dollars” is explained and defined. If we substitute for
the above equation one which reads,
Steam shovel (cost value) = $50,000.00
no one, however familiar with prices of steam shovels he may be, will
understand from this equation alone the grade or kind of steam shovel
purchased. He will require additional information as to the date of the
purchase, i. e., the kind of dollars invested in the shovel.
If in normal times when price levels are approximately stationary, the
United States government were to revise its monetary system and apply
different names to our coins and currency and should apply the name
dollar in the revised system to the measure of value previously indicated
by our half-dollar, any one would at once recognize that if we expected
to retain the old name (dollars) we would have to increase the number
of dollars shown in our former accounts by 100%. But when a similar
condition is brought about through the stealthy process of gradual price
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increases so that the name dollar which formerly represented the purchase
price of 100% of a commodity now represents the purchase price of only
50% of the same commodity, we become confused as to how to interpret
the situation and how to reflect it in our accounts.
Let the following two equations be assumed:
(1) Plant-original cost value = forty thousand 1915 dollars.
(2) Plant-expected replacement cost value = fifty thousand 1925 dollars.
The increased cost of replacement over original cost value may be due to
(1) Change in relative intrinsic value of plant as compared with other
property values (left-hand term of the equation) ;
(2) Change in the purchasing power of the dollar due to changing
price levels (right-hand term of the equation) ;
(3) A combination of changes in both terms of the equation.
If the increased cost of replacement is due solely to an increased relative
intrinsic value of the plant as compared with values of other property
(left-hand term of the equation), while price levels remain the same as
at date of original cost, it is evident that original cost should be the basis
for depreciation charges. But if the increased cost of replacement is due
primarily to the general increased price levels of all property, that is, to
the diminished purchasing power of the dollar (right-hand term of the
equation), it appears that, theoretically at least, the basis for depreciation
charges should be the reproduction cost value.
The purpose of the depreciation charges is to return to the investor the
equivalent of, not only the same number of dollars invested, but also the
same kind of dollars invested.
For illustration, an investor who in the year 1915 paid fifty thousand
1915 dollars for a steam shovel with a useful life of five years, and in
1920 finds himself in possession of only fifty thousand 1920 dollars as
depreciation reserve, has not recovered the equivalent of the fifty thousand
1915 dollars which he invested in the shovel.
If we may safely consider that price levels and the purchasing power
of a dollar have a definite fixed normal position, and that all movements
above and below this fixed location represent merely temporary swings
which will return again to the fixed normal starting point, then the basis
of cost for computing depreciation charges, perhaps, in the end always
will accomplish the true purpose of the depreciation charge for the company
that is started in normal times and continues permanently in the same line
of business through complete cycles of normal and abnormal times. But
for a company which is started in normal times and is concluded in ab
normal times or one which starts in abnormal times and is ended in
normal times, the cost basis for depreciation will not accomplish the true
purpose of a depreciation charge.
It is recognized that while the theory herein discussed may have some
merit, the impossibility of accurately forecasting either the fluctuations of
price levels or the term of the useful life of depreciable property and
the impracticability of adjusting book values of permanent assets for
every fluctuation in price levels render the plan of little practical worth.
However, it is believed that when reproduction cost exceeds original cost,
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and such excess is due to increased price levels instead of to increased
intrinsic relative value of the property, the cost-value basis for computing
depreciation does not accomplish the purpose for which depreciation charges
are made, and that this is especially true in the case of business which was
started in the period of low pre-war prices and ended in the recent years
of abnormally high price levels. Considering also the importance which
the depreciation question now holds, and the fact that it is still only in
the development stage, it would seem that any theory which contains a
grain of truth, however impracticable of application in the light of our
present knowledge of the subject, should receive full discussion and con
sideration by the accounting profession.
Yours truly,
J. M. Chenoweth.
Indianapolis, Indiana.
Samuel E. Tromley and Fred R. Payne announce the formation of
a partnership under the firm name of Tromley & Payne, with offices
in the Northwestern Bank building, Portland, Oregon.
William A. Milligan & Co. announce the removal of their offices to
the Canadian Pacific building, Madison avenue and 43rd street, New
York.

Charles E. Van Dame & Co. announce the removal of their offices
to 1123 Stock Exchange building, Los Angeles, California.
Pogson, Peloubet & Co. announce the removal of their offices to the
Cunard building, 25 Broadway, New York.
Boyce, Hughes & Farrell announce the removal of their offices to
110 William street, New York.
Mitchell & Ferris, New York, announce that Leslie N. Simson has
become a partner in the firm.

Edward W. Shoemaker announces the removal of his office to 15
William street, New York.
Otho G. Cartwright announces the removal of his offices to 31
Nassau street, New York.

Ernest B. Cobb announces the opening of an office at 150 Nassau
street, New York.
Henry Varay announces the removal of his office to 76 William
street, New York.
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Cost Accounting

A Staff Instruction Book

for MEN and WOMEN

“HOW TO AUDIT” is not a text
book for students of accounting. It
is a book of instructions for use as
a guide to staff auditors.

Our course in Cost Accounting is
designed to prepare men and women
for work as cost accountants, so
much in demand just now by the
Government.

It was written by the principals of
a well-known firm of auditors and
public accountants who wished to
make sure that every job would be
handled as well as though they were
supervising it in person.

Other courses include Accountancy,
Auditing, Business Law and Spe
cial Post-Graduate Problems pre
paring for C. P. A. Examination.

A great many firms of accountants
have already placed a copy in the
hands of each of their staff members.

Send for catalog. Personal service
of R. J. Bennett, C. A., C. P. A.

The price is $2.10. Discounts in
quantities.

Bennett Accountancy
Institute
261 Farragut Street

The McArdle Press,Inc.
705 Third Ave., New York City

Philadelphia, Pa.

The

1920 YEAR BOOK
of the

American Institute of Accountants
Contains
Reports of proceedings of the Annual Meeting,
September, 1920.
Lists of Members and Associates corrected to
January 1, 1921.
Reports of Officers and Committees.

Personnel of all State Boards of Accountancy,
Constitution and By-Laws and Rules
of Professional Conduct.

American Institute of Accountants
135 Cedar Street
161 pages.

New York

Price $1.50 net. $1.65 delivered in the
United States of America
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A Real Necessity to All
Accountants and Auditors
THE

AJAX EYELET FASTENER

XI

DIXON'S

ELdoradO

For Binding Valuable Statements, Vouch
ers, Legal Papers, etc., it is especially
recommended. Its use assures Security
and Permanence and is an Insurance
Against Substitution and Loss

Handles
Three Sizes
of Ajax
Eyelets
without any
Adjustment
THE AJAX
is automatic—
always ready
for immediate
use. With one
stroke of the lever it punches the hole, inserts
and clinches the eyelets in one operation.
Order from your stationer or direct.

sample offer
Write for full-length
free samples of
DIXON’S ELDO
RADO and full-length
free samples of Dixon’s
“BEST” Colored Pen
cils. Both are supreme
in their field.

Write for our catalogue of office tools

MACHINE APPLIANCE CORPORATION
351-353 Jay Street

Brooklyn, N. Y.

T costs the book publisher money to do
you a service in making known to you in
these pages what works are available that
may be of value to you.

I

Quite properly he wants to confine his ad
vertising expenditures to publications that
bring the greatest return in proportion to
the cost—this aids you in that by good man
agement he is able to hold down the cost of
books you need.
You will assist him and serve yourself if
you make it possible for him to gauge the
value of The Journal of Accountancy.
Send your order on the coupon he attaches
to his advertisement or enclose that coupon
with your letter.

Made in 17 leads
—one for every
need or prefer
ence.

I had never seen the book
keeper in such a good humor.
I asked him why. “No more
arguments in this bankabout
legibility,” he said. “We’re
now using Dixon’s Eldorado
pencils.”
JOSEPH DIXON CRUCIBLE CO.
Pencil Dept. 117-J, Jersey City, N. J.

Canadian Distributors:
A. R. MacDougall & Co., Ltd., Toronto
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INTRODUCTION TO
ACTUARIAL SCIENCE
By H. A. Finney

ccountants and students
■ of accounting have manifested
A
a desire for such a work as this
—
an elementary treatise on actuarial
science.

Mr. Finney has met the need with
this 101-page volume, 5x7 inches,
bound in cloth and printed in large,
easily-read type.

The text consists of articles appear
ing in The Journal of Account
ancy in December, 1919, and Jan
uary, 1920, and, in addition, solu
tions of all problems in actuarial
science contained in the examina
tions of the American Institute of
Accountants up to and including
May, 1920.
Every accountant and accounting
student should possess this import
ant addition to accounting litera
ture.

CENTURY "DE LUXE” PORTFOLIO (Illustrated)
Style and Size
3 Pkts.
4 Pkts.

507—17" x 11½"...............$16.50
508—18" x 12"................ 17.50

$17.50
18.50

Sent PREPAID anywhere in the U. S. upon
receipt of price. Money immediately refunded if
not satisfactory in every respect.
Made of heavy English Bridle leather. Black,
Russet, or Cordovan. Solid shawl straps and ad
justable handle. Three or four wide pockets, and
small pocket, 5" x 9", with flap closed by snap
buttons, for memo books, pencils, etc. Hand-made
gold finished staple and hooks for padlock. Strong
suspending lock with key.
CENTURY Portfolios, Brief Cases and Secretary
Cases—some priced as low as $3—described in our
Catalog “MJ.” Sent on request.
CENTURY LEATHER CRAFTS COMPANY
350 Broadway
New York City

The Lloyd-ThomasCo.
RECOGNIZED AUTHORITIES ON PHYSICAL VALUES

APPRAISERS—ENGINEERS

CERTIFIED APPRAISALS
INDUSTRIAL PROPERTIES
The American Institute
of Accountants,
135 Cedar St, New York, N. Y.
Send me ............. copies of Intro
duction to Actuarial Science (at $1.50
a copy), in payment for which I en
close $..............................
Name ...................................................
Occupation ..........................................
Firm ....................................................

Street and Number.............................

City and State ....................................

for
Mergers
Cost Systems
Insurance
Accounting

Bond Issues
Credit Extensions
Income Tax
Liquidation

WE HAVE A SPECIAL STAFF FOR
QUICK VALUATIONS OF LARGE
PROPERTIES
:
:
:
:
EXECUTIVE OFFICES
EASTERN
WESTERN
75 Fulton St. 1124-1128 Wilson Ave.
New York City
Chicago, Ill.

BRANCHES IN PRINCIPAL CITIES
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A Fountain Pen
for

ACCOUNTANTS
Sturdy
Construction
No Spattering

No Scratching

The "SWAN” Safety Posting
Fountain Pen
Makes a fine, even line that requires no blotting.
Writes clear and distinct even where limited space necessitates
an almost minute script.
Refund after ten days’ trial if not satisfied.

MABIE TODD & GO.
17 Maiden Lane
New York

209 S. State Street
Chicago

SEND ORDER COUPON TO EITHER ADDRESS

MABIE TODD & CO.
Gentlemen: I enclose $4.00 plus 20 cents tax—in total $4.20—for which send
me one of your Size 3 "SWAN” Safety Posting Fountain Pens.
IF, AFTER 10 DAYS’ TRIAL, I FIND THE PEN UNSATISFACTORY, I MAY RETURN IT
AND YOU WILL PROMPTLY REFUND THIS REMITTANCE.

Name___
Business.
Address
JOURNAL OF ACCOUNTANCY
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CHECKING
PEN

ANALYSIS PAPER

A Definite Check
A Check that Informs
Once a user—
always a user

Buff and White—Four grades—
4 to 28 columns wide, in variety
of styles, always carried in stock,
padded or loose.
Sendfor price list and samples.

Patented—Improved
Single pen with set of type .... $1.00
Lots of one dozen.....................................9.00
Special price to dealers
Sent prepaid upon receipt of price

L. H. Biglow & Company, Inc.
24 BEAVER STREET
NEW YORK

Chas. G. Harris Ticking Pen Co.
LOUISVILLE, KY.

321 GUTHRIE ST.

Accountants’
Indemnity Insurance

HE American Institute of Accountants

has a surplus of Year Books for 1905,
T
1913, 1914,1915,1916, 1917and 1918.

We are prepared to issue a policy giving
you protection against any loss or claim
arising through any act of neglect, default
or error on the part of principals or
assistants while conducting their profes
sion as Public Accountants.
May we give you further data on this subject?
R. F. NOONAN CO., INC. Insurance
110 William Street, New York

Any of these books will be sent to ad
dresses within the United States upon
receipt of order at 65 cents each.
American Institute

of

Accountants

135 Cedar Street, New York

Telephones, Beekman 2325 and 8721

BOUND VOLUMES
of

The Journal

of

Accountancy

Volume XXXI

January-June, 1921
will be on sale at $4.00 a volume. The quantity will be
limited.

To avoid disappointment orders should be sent
at once.

The Journal of Accountancy, Incorporated
135 Cedar Street, New York
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To be Published in the July Number of
The Journal

of

Accountancy

Accounting for Electric Alloy and Tool Steel, by G. Harvey Porter

Anthracite Mine Accounting, by Harry C. McCluskey

Mechanism of Numbers, by Harry Kelly
Appraisals and Income-Tax, by L. H. Olson

Redemption and Replacement of Bonded Indebtedness
by Edwin J. Rock
Interest Rate of Investment, by D. M. Lehmer

Lumber Costs, by Edmund M. Meyer

Volume XXXII Begins with the July Number

Style 1642
Brief Case
illustrated,
size 16 x 10,
with 2pockets,
in black, tan,
brown or
black grained;
lock and
key.
$7

Accountants’ Brief Cases
Made of the best quality sole leather in attrac
tive styles and sizes—strong, durable and light.
For accountants, clerks, salesmen

A choice of 60 different styles and sizes, $6.00
to $27.00. Express prepaid anywhere in U.S.
Money back if not satisfied.

ACK numbers of The Journal
of Accountancy are difficult to
obtain and sometimes have to be pur
chased at a premium.

B

Hereafter, except to subscribers who
have failed to receive their regular
copies, the charge for back numbers
will be 50 cents a copy.
A number will be considered a “back
number” when thirty days shall have
elapsed since publication.

Buy direct from the manufacturer and save
the retailer's profit. Sendfor Catalog J-27.

L. L. B. CASE MFG. CO.
5 CEDAR ST., NEW YORK
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Classified Advertisements
Copy for classified advertising must be in hand at the office of the Journal of Accountancy previous to the twentieth day of the month
preceding month of publication. Rates are $9 per inch or fraction for one insertion; $7 per inch or fraction each additional insertion

SITUATIONS WANTED

SITUATIONS WANTED

Junior Accountant

Student at College of the
City of New York; five
years’ experience in bookkeeping; desires permanent po
sition. Location not material.
Address Box 142 c/o The Journal of Accountancy.

wishes
to
make con
nection with eastern company as representative in the
southern states. Have clientele sufficient to keep three or
more men busy the entire year.
Address Box 137 c/o The Journal of Accountancy.

University gradu
ate, 38, Christian,
married; wishes to make connection as controller or ac
counting executive with manufacturing concern in or out
of New York City. Has had two years’ experience in
public accounting, five years in cost and manufacturing
accounting, four years as office manager and accounting
executive and four years with very large foreign trade
concern having many subsidiary companies and branch
offices. Salary $6,000.
Box 143 c/o The Journal of Accountancy.

Accountant or Controller

Controller or Executive

at present in charge of accounting of
nationally-known manufacturing concern,
seeks change. Clean-cut executive type with wide profes
sional and commercial experience. Has successfully in
stalled and conducted general and cost accounting
systems. Age 34; married; moderate salary; Protestant.
References, reasons for change and full particulars from
Box 145 c/o The Journal of Accountancy.

Auditor

High-grade executive of
broad practical experi
ence as general and cost accountant; able to assume full
charge of intricate accounting work; competent to devise
or install any system. Eighteen years’ experience; mar
ried; forty years of age. Candidate at American Insti
tute’s examination May, 1921. Will locate anywhere.
Salary $4,000.
Box 146 c/o The Journal of Accountancy.

Accountant-Auditor

Certified Public Accountant

experienced on
railroad, brok
erage, manufacturing and commercial accounts. Now a
senior with leading firm of public accountants. Desires
to make a change. Married. Twenty-seven years of age.
Salary $5,200.
Address Box 138 c/o The Journal of Accountancy.
Position
de
sired with
manufacturing corporation. Now employed as senior ac
countant by large firm of certified accountants. Married,
thirty-three years of age. Salary $8,000 a year.
Box 149 c/o The Journal of Accountancy.

Accountant or Controller

Executive with broad
experience in public
utility accounting, factory cost accounting, Taylor sys
tems, special financial investigating, and graduate of 45day income-tax course given by Government. Married.
If you are looking for this type of trained executive,
address
Box 150 c/o The Journal of Accountancy.

Accountant-Auditor

Cost Specialist and Office Manager
Highly qualified accountant, cost specialist and office man
ager and with wide experience is open for an engagement.
Forty years old. Salary $6,000 per annum.
Address Box 760, G. P. O., Cincinnati, Ohio.

HELP WANTED
at present practising
public accountant at
Boston, Mass.; familiar with all branches of public and
private accounting practice. Desires position with trading
or manufacturing concern. Formerly with U. S. Internal
Revenue, Income-tax Dept. Available 30 days from ac
ceptance. Married, Christian, age 29, salary $3,000.
Box 147 c/o The Journal of Accountancy.

Accountant-Executive

Certified Public Accountant (N.

Y.)

Young man at present supervising senior with large firm
of certified public accountants in New York desires either
part-time arrangements with accountants in New York or
the representation of an out of town firm of accountants.
Box 148 c/o The Journal of Accountancy.

Cost Accountant and Industrial
Engineer
desires to make connection with a reliable firm of C.P.A.’s
or manufacturing corporation. West or middle west pre
ferred. Thirty-one years old; married; ten years’ ex
perience in public accounting, cost accounting and indus
trial engineering. Member N. A. C. A. and S. I. E.
Address Box 136 c/o The Journal of Accountancy.

An established firm of
certified public account
ants in New York requires for its permanent staff several
senior assistants who are qualified by training and ex
perience to revise reports of others and supervise engage
ments. Give experience in detail, references, age, salary
expected and when available.
Box 144 c/o The Journal of Accountancy.

Senior Accountants

Executive Senior Accountant
wanted to manage office in Pacific Northwest city for es
tablished firm of C. P. A.’s. Partnership possible to man
demonstrating desired qualifications. No investment re
quired. Climate ideal. State age, religion, full particu
lars of experience during past five years and salary ex
pected. Responses held in strict confidence.
P. O. Box 2804, San Francisco, Calif.

MISCELLANEOUS
located in southern,
California, is for sale.
C. P. A. practice established fifteen years with a large
and growing clientele. Interested parties should address
Advertiser, Box 140 c/o The Journal of Accountancy.

Accounting Practice
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A Brief Case that Meets the Need
—at an Exceptional Price
brief case, made
of heavy cowhide,
three 1½-in. pockets, straps
all around, extension lock,
full-length steel bar rein
forcement under handle,
size 16x11 in., brown and
russet colors.
his

T

Style No. 143

Price $5.00 each
shipped on receipt of
cheque or money order.

Our C.P.A. SPECIAL
PORTFOLIO
Size 17 x 12 in., made of
heavy cowhide, three 2½-in.
pockets and small inside
pencil and memorandum
pocket, heavy straps all
around and attached to slid
ing handle—brass plate and
loop with padlock. Made in
russet, brown and black.

Style No. 4000

$15.00 each, made with pigskin gussets
$12.50 each, made with cowhide gussets
Shipped on receipt of cheque or money order
ALL SHIPMENTS F. O. B. NEW YORK

A. H. MICHAELS

31 BEAVER STREET
NEW YORK, N. Y.

When writing to advertisers kindly mention The Journal of Accountancy

THE JOURNAL OF ACCOUNTANCY

Accountancy train
ing by means of intensive,
progressive study, under the
personal guidance of experienced lawyers
and accountants—experience of the right
kind—purposeful, consistent endeavor;
here, without question, is the direct route to the
development of market value and assured financial
returns as professional accountants, Government tech
nicians, business executives.
New Resident Day Classes in Accountancy and Business Ad
ministration will form in Pace Institute, New York, Boston, and
Washington, early in July. The work of the first three Semesters
of the Pace Course may be completed in half the time required
in evening classes. If you can arrange for Resident Instruction,
write the school nearest you for Day School Bulletin and full
information.

One Month’s Trial Instruction $7
The Pace Courses are also successfully given by Extension through the mails.
The Extension Course—covering the same subjects as does the Resident
Course—may be taken for a month’s trial instruction, with the charge for
tuition and texts limited to $7. There is no obligation to continue.

Send for Bulletin and descriptive booklets, specifying either Resident or
Extension instruction.

Pace & Pace
715 G Street, N. W.

30 Church Street

Tremont Temple

Washington, D. C.

New York City

Boston, Mass.
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